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To our children in the twenty-first century—with the hope that 
they may be creative and develop a tax system devoid of the evils 
that permeate the system under which we now live. 
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ARISTIDES 
Father of Just Taxation 
He drew up a list of assessments not only with scrupulous integrity and justice, but also 
in such a way that ali states felt they had been justly and fairly taxed.... The levy of 
Aristides was a golden age for the allies of Athens. 


—Plutarch, Life of Aristides 


Foreword 


In 1982, Charles W. Adams published a wonderful book entitled 
Fight, Flight, Fraud: The Story of Taxation. I own two copies. I keep 
one for handy reference in my office, and the other at home (I will re- 
place them with two copies of For Good and Evil: The Impact of Taxes 
on the Course of Civilization). I consult them freguently for anecdotes 
of tax folly as well as for bibliographical references in my own research. 
I can honestly say that in the course of fifteen years of professional re- 
search and writing about taxation, | would place Charles W. Adams's 
history of taxation at the absolute top of any reading list on the subject. 

Fight, Flight, Fraud was entertaining, informative, and full of lessons 
about why taxes matter. I delight in telling one and all that the origins 
of recorded history were inextricabiy linked to oppressive taxation. 
Over six thousand years ago, the dawn of history was discovered in the 
form of clay cuneiform cones excavated at Lagash, in Sumer, which is 
located in the fertile plain between the Tigris and Euphrates in modem 
Irag. And what was recorded on those cones? That Sumerians had more 
to fear from tax collectors than from their lords or kings. Plus ça 
change, plus la möme chose! 

I have lots of other favorite stories. The Rosetta Stone, for example, 
whose text in hieroglyphics, demotics, and Greek was the key to reveal- 
ing the stories of ancient Egypt, was in fact a grant of tax immunity. 
Which is why, of course, it was engraved in stone and not written on 
papyrus. 

Another example is the prosperous island of Rhodes, which charged 
a 2 percent harbor tax on trade. Rhodes lost 85 percent of its trade in 
one year after Rome established a tax-free port on the Isle of Delos. 
Free trade, not war, enabled Rome to overthrow Rhodian commercial 
supremacy. And Rome itself fell, not to the Huns, but to tax evasion, as 
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wealthy landowners devised one clever scheme after another to escape 
taxation, leaving the state without resources to defend itself. Fight, 
Flight, Fraud 1s a gold mine for producers of television series. 

Ten years later, Charles W. Adams has brought forth on this continent 
a new history of taxation. For Good and Evil adds both new material 
and several new chapters to an already impressive body of research and 
exposition that encompasses ancient civilizations, the Greek and Roman 
eras, the Middle Ages, the evolving states of Western and Eastern Eu- 
rope, the Aztecs, and the history of American taxation. One new chapter 
describes the miracle economies of Japan, Hong Kong, Singapore, Tai- 
wan, and South Korea, which practiced low-tax, supply-side economics 
decades before Ronald Reagan popularized the term. Another new 
chapter shows how state constitutions actively protect taxpayers by giv- 
ing them constitutional controls on taxing and spending. Perhaps the 
most famous of these is Proposition 13, the brainchild of the late How- 
ard Jarvis, which limits real property tax rates in California to | percent 
of a home's cash value. 

Adams also adds a new chapter on “Taming the Monster.” He offers 
several reforms, decidediy pro-taxpayer, to make taxes work for good, 
not evil. They include making tax extortion on the part of government 
officials a criminal offense, allowing taxpayers to sue the tax authorities 
for misconduct, and granting voters recall powers over district directors 
of the Internal Revenue Service. Perhaps the most important reform is 
to switch from a regime of direct taxation to one of indirect taxation, to 
minimize the intrusive powers of the government into the private affairs 
of individuals. 

My favorite recommendation is to scrap the entire U.S. federal in- 
come tax system in favor of a 10 percent flat tax without “special” ex- 
emptions. This is not a new idea. A 10 percent flat tax is well grounded 
in several thousand years of the history of Israel, Rome, Greece, and 
ancient China. 

The ten years between Fight, Flight, Fraud and For Good and Evil 
were put to productive use by the author. He offers readers several in- 
sights learned from the history of taxation. First, good tax systems go 
bad unless citizens are able to restrain their governments, which have 
a normal propensity to adjust their spending to their innate voracious 
appetities, not their wallets. Second, civilization tends to self-destruct 
from excessive taxation. Third, moderation is an important principle in 
the design and implementation of any tax system. The principle of mod- 
eration includes the choice of tax rates and penalties for evasion, the 
intrusiveness of tax collection, and the need to treat taxpayers egualiy 
by avoiding severe progressivity or regressivVity. 
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Happy reading! And let's hope that our elected, appointed, or, as the 
case may be, self-anointed rulers take Adams's admonitions to heart. 


Alvin Rabushka 
Senior Fellow 
Hoover Institution 
Stanford University 
1993 


Preface to the Second Edition 


Professor Alvin Rabushka advised me soon after the first edition of 
this book appeared to prepare for a revised edition to keep this study 
alive as a classic and to make any additions and corrections that would, 
in tüme, be reguired. As a result of that advice I have kept notes on 
changing events, done new research, and included the input of many 
readers who have been thoughtful enough to contact me about matters 
in the text that concerned them and which they believed needed revi- 
sion. İn addition, since the ending of this study deals with current events 
and not history, it was inevitable that the course of history would devi- 
ate from what I had expected, proving the Japanese proverb that the 
most precious thing in life 1s its uncertainty. 

The most dramatic and surprising event of this decade has been the 
meltdown of what I called the “Miracle Economies” of Asia. The col- 
lapse of their currencies, which damaged their economies, was not an- 
ticipated a few years ago. Japan Inc. was not Just a world competitor to 
the Western economies; it was an incredible economic giant that chal- 
lenged and usualiy surpassed any competitors. Now it is in economic 
decline along with the rest of the Asian tigers, and we are reminded that 
it takes more than a good tax policy to prosper in this world. Good 
money management and sound banking are as much reguirements for 
sustained prosperity as are good tax laws. My new Asian chapter could 
weli be called “Miracles No More.” But I suspect that the Asians will, 
sooner or later, get their fiscal affairs in proper order, refrain from lend- 
happy banking, and reassert their dominance in world commerce. 

I became especialiy interested in the critics who complained about 
my admiration for Elizabeth I and her tax and fiscal policies. It seems 
Good Çucen Bess has a lot of haters in the world who were itching to 
attack her reign. This motivated me to look further into her fiscal affairs 
to see if the Elizabeth-haters had good cause. I have not changed my 
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mind; indeed, I find her an even wiser and better monarch than I had 
originally believed. I had suggested that she was the greatest monarch 
Europe ever had; I now think she was the greatest monarch bar none! 

My view that taxes, not slavery, started the American Civil War was 
vindicated by American Heritage in June of 1996, which said: “The 
tariff, then nearly synonymous with federal taxes, was a prime cause of 
the Civil War.” I have added and corrected some of the material in that 
chapter, which the reader should find of interest. 

I also became somewhat fascinated with writings about slavery— 
about tax slavery—which was so prominent with the Founders. Does 
that kind of slavery still exist? And what did these writers mean? I have 
ended with a brief look into that. In the nineteenth century we had chat- 
tel slavery for the few, the Africans, but have we rid ourselves of that 
brand of slavery, only to find we have instituted tax slavery for the 
many? 

In looking into the taxes of the ancient world, where taxes began, | 
had overlooked the Chinese, whose civilization goes back three thou- 
sand years. That civilization was known for its great wisdom and sages, 
and the reader will discover that they were wise indeed in matters of 
taxation. 

Tax reform has heated up substantially since the 19805, but is there 
any chance we will rid ourselves of the income tax? We have an admin- 
istration that likes the income tax “just the way it is.” And the main- 
stream media shies away from the tax reform issue and the tax sins of 
the IRS except when congressional hearings force them to take note. 
We got out of Vietnam only after the major networks, and Walter Cron- 
kite in particular, decided it was a senseless and hopeless war. When 
these same news professionals, who do so much to shape public think- 
ing, finally get on the bandwagon to rid us of the income tax, then per- 
haps we can expect real change. 

This study has now been almost thirty years in the making. It has two 
main roots: one being my experiences as a tax professional in the 
trenches, so to speak; the other being a few wonderful years | spent 
teaching history in a small college with students from the Third World. 
In the course of that endeavor the role of taxation in many of the impor- 
tant events of history caught my attention. When I sought more knowl- 
edge on the matter, I discovered that despite its crucial importance in 
civilized life, taxation had rarely been studied on its own as a force 
shaping and directing civilization. This study is designed to set taxation 
apart and bring it into focus as one of the most powerful forces at work 
structuring society, today as well as in the past. 

İt is no surprise that this book does not pigeonhole itself into any of 
the established academic disciplines. There is no family of American 
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scholars who have devoted their lives to probing into the broad sweep 
of tax history and the significance of civilization's tax struggles. This 
study 1s made to help fill that void. 

It is amazing that our great academic institutions have no studies fo- 
cusing on tax history. We are still in search of the tax historlan. We have 
developed whole new courses and even programs for special interest 
studies on gays and lesbians, multiculturalism, women's studies, black 
studies, and ecology, and we can expect to see Latin studies, as that 
population keeps growing. But taxes, even though they are the fuel that 
makes civilization run, have never been set apart for study as a force 
directing and shaping civilization, at least not in this country. In Europe 
many of the major universities, like the universities of Amsterdam and 
Lieden, for example, have not only courses on tax history but also en- 
dowed chairs for the professorships that are popularized with formal 
cap and gown ceremonies and with addresses by the newly appointed 
professors, later printed into booklet form for the academic communi- 
tiles. Perhaps our present tax mess is the conseguence of our ignorance 
of tax history at all levels—at the government level, in our universities, 
and among our citizens. If history makes men wise, then it is no wonder 
wisdom is not with us in tax making. 

This book deals in part with history, law, economics, politics, ethics, 
human rights, and the social sciences as a whole. Whenever taxation 
has touched civilization, we have ventured in for an examination. Limit- 
ing our study to a single volume, we have had to simply introduce the 
reader to a world heretofore explored very little, ıf at all. We will have 
to leave it to other scholars to make more comprehensive studies to 
sharpen our perspective. For me, it has been exciting to explore new 
territory and uncarth new insights into the past and, more important, 
into our future COUrTse. 

A book with such a broad scope as this is based to alarge extent upon 
the research and opinions of others. | tried to give the essential facts 
and interpret them in the light of what others had written. When experts 
disagreed, I had to make a selection. Some years ago a writer was being 
praised for his original work. He replied by saying that his work was 
like a string of pearls, but the only thing that was his was the string. 
That certainly applies to this study. 

Stringing the pearls of civilization's tax story has been a fascinating 
experlence. Our tax story has been deadiy serious, of course, but it has 
also had a lighter side. Conseguentiy, the text that follows is filled with 
many anecdotes, illustrations, and caricatures that should make this 
book fun to read. 

İntroductions appear from time to time to help orient the reader. The 
narrative is broken for comments and comparisons with modern taxa- 
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ton. There are lessons to be learned from the tax struggles of our ances- 
tors, and parallels are drawn when it seems important to do so. The 
ancient historlans were masters of the art of digression, which is what 
makes them exciting to read even when the events seem so remote from 
our times. Digression is necessary if, as the ancient historians believed, 
history ought to teach. These men believed that knowledge of the past 
was man's best guide to the future: “lt will enable men to act more 
sensibiy and to avoid mistakes” (Michael Grant, The Ancient Historians 
(London, 1970), p. 78). 

At the end of this book there are a few hard-hitting chapters that pre- 
sent my analysis and ideas on curing the many faults in the way Western 
citizens are taxed. Those ideas should form a valuable climax to this 
study. 

I wish to acknowledge the support I received from my fellow profes- 
sionals, including some of my friends in the revenue service. | want to 
thank so many readers for their encouragement to bring this study up to 
date in this revised form, and I want to thank my editor, Jean Donelson, 
for her skillful editing and for her extraordinary patience with an author 
who doesn't know when to stop researching and writing. Finaliy, I wish 
to thank the many librarians and helpers, at home and abroad, who as- 
sisted me with the numerous illustrations that have added spice and fla- 
vor to this book. Without these many fascinating tidbits of visual his- 
tory, many of the insights into our past would have been dulled or lost. 
In addition, they have also added just the right amount of seasoning to 
make the main course appetizing. 


Introduction 


The hypothesis that taxes are a prime mover of history has consider- 
ably more merit than many of the other theorles of history, some of 
which are, frankly, crack-pot: super-racism, climate, Divine tinkering, 
class struggles, life cycles, great heroes, or whatever. There is some 
truth in some of these theories, some of the time. There have been great 
and powerful men who have moved civilization, but most of the time 
no heroes can be found, and the world is led by scoundrels, fools, and 
second-stringers. Leaders like Moses don't show up very often, espe- 
cially when needed. Taxes, however, are ever-present, often making a 
strong impact upon our lives—for good and evil. The prosperity as well 
as the decline of nations has always had a tax factor, and this we will 
see time and again throughout history. Human rights have suffered even 
more than nations—whatever the tax man wants the tax man gets, in- 
cluding our liberty, should he so desire. 

Notwithstanding the critical role taxes have often played throughout 
the course of civilization, this study makes no claim that taxation will 
provide us with a new philosophy of history. There have been, espe- 
cially over the past few centuries, many learned men who claim to have 
uncovered a plot, a pattern, or even a force that directs history. No such 
assertion is made here. All we have tried to do is to give taxation the 
status it deserves as an important factor in molding and directing civili- 
zation, and as a force for good and evil. 

Taxes are a powerful mover of people, more than governments either 
care to admit or realize. Angry taxpayers can be a lethal threat to a gov- 
ernment that institutes oppressive taxation. Taxpayers instinctively 
rebel: the first warning phase of rebellion is rampant tax evasion and 
flight to avoid tax; the second phase produces riots; and the third phase 
is violence. Life ultimately can be catastrophic for any government that 
pushes its taxpayers too far. When the first phase occurs, governments 
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respond by “cracking down” on defiant taxpayers. In times past, as the 
British jurıst Blackstone observed, the executioner was brought in along 
with instruments of torture. In modem times, tax makers like to manu- 
facture synthetic felonies to terrorize taxpayers. 

The first casualty of what we will call “dumb taxation” has always 
been liberty; the second casualty has been the wealth and strength of 
a nation. What we call dumb taxation the Romans called “outrageous 
burdens.”! John Adams used the term “ruinous taxation”? to describe 
the British taxes that sparked the American Revolution, and John Stuart 
Mill used the words “legalized robbery”? to describe progressive in- 
come taxation. We wouldn't be too far wrong to label all these kinds of 
taxes as stealing. 

We use the term dumb in more than a colloguial sense and more than 
a synonym for stupid. Dumb also means lacking an essential guality. 
Historically, a “dumb ship” was a barge because, unlike normal ships, 
it had no sails. Dumb taxes thus lack an essential guality. Instead of 
enhancing the strength and prosperity of a people—which they are es- 
sentially supposed to do—dumb taxes undermine and even destroy the 
social order they are supposed to protect and strengthen. Lacking this 
guality, they are “dumb.” 

This study will examine many of the major events of history with 
glasses focused on the tax man, and in doing so we will learn much 
about man the tax rebel. As we look into the past at the rebelliousness 
of our ancestors, we can't help but realize what a powerful force taxes 
are in the course of civilization. Today, except for the People's Republic 
of China of all places, our rebelliousness is surprisingiy, and relative to 
our ancestors', embarrassingiy mild. We have great fear of the tax 
man—our ancestors had malice aforethought. But as fascınating as the 
study of man the tax rebel is, the role taxes have played in the major 
events of history is even more fascinating as we shali see. Indeed, it will 
seem axiomatic that behind most of the great events of history—the 
prosperity and poverty of nations, revolts and revolutions, liberty and 
slavery, and most of all, war—taxes have played an important role that 
is easily lost sight of in the drama of great events. 

The three roots of modern civilizatton—ancient Greece, Rome, and 
Israel—involve histories filled with drama centered around taxation. 
The biblical God, who repeatediy chastised his chosen people, selected 
taxation as his rod. The words liberty and freedom, which we hold so 
dear, came to us from these ancient peoples as terms often used to de- 
scribe a city s tax status. 

Taxes played an all-important role in ancient China, where the em- 
peror, to maintain his legitimacy—his Mandate of Heaven—had to keep 
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his tax policy in line with the teachings of the Confucians and the Tao- 
istS. 

Taxes played critical roles in the Middle Ages and on into the modern 
world. With the British Civil War and the American and French Revolu- 
tlons, the tax issue was so all-important that even childhood school 
books centered on taxation. With events such as the American Civil 
War, the tax issue that triggered Southern secession and motivated Lin- 
coln's war on the Confederacy is seldom mentioned. The drama of abo- 
litton was the great event, but if you were to ask most Southerners in 
186l what was realiy behind the war, an honest answer would have been 
taxes. The slavery issue was a facade, as was preserving the union. 

At the end of this historical study we will try to find meaning and 
direction from five thousand years of history. If we are to preserve and 
pass on to our children the liberty and freedom we boast about, which 
our forefathers passed on to us, we must focus our attention on OUT tax 
system and the destructive forces we have put in motion, forces that are 
far more dangerous than any outside invaders. 


“Taxes are what we pay for a civilized society,” 
read the words of Oliver Wendell Holmes inscribed 
over the entrance to the Internal Revenue Service 
building in Washington, D.C. But how we tax and 
spend determines, to a great extent, whether we are 
prosperous or poor, İree or enslaved, and, most 
important, good or evil. 
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Taxes: What They Are and Where 
They Began 


The cartoon on the previous page by James Stevenson from The New 
Yorker magazine is not only funny, it is also profound, because it re- 
veals what taxes are and depicts the way people have felt about taxes 
since the beginning of recorded history. This same cartoon, with a few 
modifications, would have produced smiles from taxpayers in ancient 
Rome, or in many other heavily taxed societies over the centuries. The 
robbery/tax analogy, which this cartoon presents so graphically, was 
popular centurlies before the Christian era. 

The similarity between tax collectors and robbers is also found in the 
basic meaning behind the word tax, which is exaction. LiteralIy, exac- 
tlon means “to force out.” By comparison, its sister word extortion 
means “to twist out.” Taxes are not debts, despite the fact that we care- 
lessly refer to them as such. The principle of fair value received—which 
is the basis for a legally enforceable debi—has no place in a tax dispute. 
A tax is owed because the government orders it to be paid. Nothing else 
is reguired. The essence of a tax is, therefore, the taking of money, or 
property, or even services, by the government, without paying for it. 
When a government takes land to build a school and pays for it, this 
kind of a taking isnota tax. 

People instinctively, in all ages, have called tax men robbers because 
they operate by threats and intimidations and don't pay for what they 
take. Conseguently, the robbery epithet is not as irrational as it may 
appear. The tax man is, to our emotional systems, a burcaucratic Robin 
Hood taking wealth where he can find it, and, like Robin Hood, he often 
does much good with the money he takes. For without revenue, govern- 
ments would collapse, society as we know it would disappear, and chaos 
would follow. The tax collector, of course, differs from Robin Hood 
because his robbery is legalized. 

Taxes are the fuel that makes civilization run. There is no known civi- 
lization that did not tax. The first civilization we know anything about 
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began six thousand years ago in Sumer, a fertile plain between the 
Tigris and Fuphrates rivers in modem lrag. The dawn of history, and of 
tax history, is recorded on clay cones excavated at Lagash, in Sumer. 
The people of Lagash instituted heavy taxation during a terrible war, 
but when the war ended, the tax men refused to give up their taxing 
powers. From one end of the land to the other, these clay cones say, 
“there were the tax collectors.” Everything was taxed. Even the dead 
could not be buried unless a tax was paid. The story ends when a good 
king, named Urukagina, “established the freedom” of the people, and 
once again, “There were no tax collectors.” ! This may not have been a 
wise policy, because shortly thereafter the city was destroyed by foreign 
ınvaders. 

There is a proverb about taxes on other clay tablets from this lost 
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Cuniform writing inscribed on clay cones excavated in Lagash containing the freedom 
laws of Urukagina that rid the land of “the tax collectors.” Encircled are the Sumarian 
symbols for freedom. 
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civilization which reads: You can have a Lord, you can have a King, but 
the man to fear is the tax collector.? 

Obviously times have not changed. We still fear the tax collector, as 
evidenced by a recent national cartoon showing a taxpayer urging his 
accountant to finish his tax audit because he is “running out of tranguil- 
izers.” 

Ancient tax history has many remarkable parallels in the modern 
world. In six thousand years, tax collectors and taxpayers have not 
changed much. Modem computers have little over the all-encompassing 
surveillance of Egypt's scribes. Our modem sense of tax Justice lags 
behind that of the Romans. Revenue-sharing is not a modern phenome- 
non; it was developed by the Greeks and functioned without bureau- 
cracy. The ancient Jews battled a form of tax terrorism that makes the 
Islamic extremists look benign. 

From the ancients there is much we can learn, especially in the matter 
of human rights. Liberty came from the Greeks who believed that tyr- 
anny was the conseguence of the wrong kind of taxation. The Romans 
made an addendum to the Greek thesis: In any conflict between liberty 
and taxes, liberty will give ground. 

When we look into our ancient roots, we will have no illusions about 
taxation and its potential danger to the very civilization it is supposed 
to sustain. When we tax we are dealing with fire, and without proper 
controls and care, we can easily burn down everything we have built, 
and our hopes for a better world can go up in smoke. On the other hand, 
taxes properly controlled have built great nations and brought much 
good to their inhabitants. In the ancient world, the right kind of taxes 
produced the magnificence of Greece and were at the heart of Rome's 
greatness and even Caesar's success and popularity. 

Taxation played a fundamental role in ancient international politics. 
Empires collided and battled for the right to tax the loser. Peace confer- 
ences and treaties centered on the guestion of how much tax the victors 
would receive. Small nations revolted or engaged in international in- 
trigue for tax advantages. 

In ancient times, taxation was civilization's most important enter- 
prise. Life at all levels was first and foremost a tax struggle. Here is the 
story. 


J 


Ancient Egypt: The Ubiguitous Scribes 


The scribe is ahead of everyone. He who works in writing is not taxed. 
Mark it well. 


—Eegyptian Papyrus, 1200 B.c. 


Not long ago the discoveries of Egyptologists made newspaper head- 
lines. Tales of lost tombs, curses, and fabulous treasures excited the 
imagination then as much as space travel does today. This interest in 
the secrets of ancient Egypt has never ded—there are still sects which 
believe the secrets of the universe lie hidden in the great pyramids and 
tombs. This so-called wisdom of the pharaohs may be speculative and 
occult; more concrete 1s the message of Egypt's tax story. 

Egyptian civilization was highlighted by its enduring length. An ad- 
vanced form of civilized life was in full bloom along the Nile before 
3000 B.c., and it perpetuated itself until the fall of Rome. Twice that 
civilization fell into disorder, once around 2200 B.c. and again around 
1800 B.c., but each time it reverted to its original splendor. In the thir- 
teenth century B.c., during and after the reign of pharaoh Akhenaten, 
who is remembered for trying to enforce a belief in one God, major 
changes were made in the tax system. The efforts to bring about mono- 
theism failed, but the tax changes remained and Egypt started on a slow 
decline over the next thousand years during which time many foreigners 
ruled FEeypt. Nevertheless, the magnificence of Egyptian culture de- 
voured them, and after short periods of assimilation most of them 
looked, talked, and acted like Egyptians. As powerful as the Egyptian 
culture was, the Egyptian state never reverted to its greatness. That de- 
cline is, most of all, a tax story. 

Most of us think of ancient Egypt as a land of cruel masters and op- 
pressed slaves. This is because of the story of Moses in the Book of 
Exodus. But this story came from a period of unrest for Egypt. Modem 
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translations of hieroglyphic records indicate that life in ancient Egypt 
was usualiy bountful and peaceful. The land was rich, and when the 
harvest was plentiful, life was good to all. The Egyptian of antiguity 
was a cheerful person. Men and women were egual; they enjoyed life 
and they enjoyed each other. In an Egyptian love song a romantic man 
sings, “If 1 kiss her and her lips open, I am happy even without beer.” 
Beer, incidentally, was a heavily taxed and state-monopolized beverage. 
The great pharaohs were often seen arm-in-arm with their gueens, the 
way they wanted to be in the life after death. Workers were not in bond- 
age—the first recorded strike in history was instituted by Egyptians pro- 
testing the late delivery of their pay. The temples and pyramids were 
probabiy built by workers motivated with love for their gods and pha- 
raohs, like the peasants who built the great churches in Europe and 
Latin America. 

Egypt's prosperity can be traced to the bounties brought to that land 
by the great Nile River. The annual flooding of the Nile brought contin- 
ued nutrients to the soil and most often a rich harvest for the people. 
Ancient Egypt was a land not only annually fiooded by the Nile, but 
perennialiy flooded with tax collectors. They were called scribes and 
they ran the society with the same iron-fisted control the Communist 
party used torun the former Soviet Union. If Lagash in Sumer is to be 
remembered for its freedom from “the tax collectors,” Egypt could be 
remembered as a land where tax collectors were as numerous as the 
“sands of the sea,” so to speak. Since the word “freedom” in ancient 
times referred to one's tax status, itisno wonder the word is not found 
anywhere in the Egyptian languages. 

The Egyptians observed the orderiy patterns of nature, including the 
Nile and the path of the sun across the sky each day and during the 
course of the year. They concluded that the central figure of the uni- 
verse, the sun, should have its counterpart in the state in the office of 
the pharaoh. The great pharaoh Sesostris I, who ruled around 2000 B.c., 
described his office in these words: “For God had made me herdsman 
of this land, for he knew I would maintain it in order for him.” This 
order was maintained by the scribes, enforcing the pharaoh's taxes, 
which in turn were built around the annual audit. 

The events should be familiar to any modern taxpayer who has gone 
through an audit. Reluctant taxpayers are compelled to appear for an 
examination before the government revenue agents with the books and 
records of the tax bureau. The deputies compel attendance through the 
use of staves, the ancient eguivalent of a tax summons. 

Like today, Egyptian taxpayers were not very successful in resisting 
a tax assessment determined by the scribes. The scribes had their own 
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tax courts and a taxpayer was not even permitted to have an attorney to 
present his side of the dispute.? As we shall discover, tax adjudications 
were as short on due process in ancient Egypt as they are in the modern 
age. 

The Egyptians taxed just about everything; sales, slaves, foreigners, 
imports, exports, businesses. Agriculture production was taxed ata 
hefty 20 percent. This was not just a harvest tax, it included home gar- 
dens and crafts—income from every conceivable source exactly like 
our income tax. To illustrate the tyranny of the scribes in everyday life, 
consider the tax on cooking oil. The scribes made regular inspections 
of all kitchens to make sure wives were not using free drippings in place 
of the taxed oil they were reguired to use. 

Most agricultural land was owned by the state and leased out to peas- 
ant farmers subject to the harvest tax, which was not based on the actual 
production, but on what the production should be. This calculation was 
based on the amount of land given to the farmer. There is no doubt that 
Euclid's geometry came from long established practices for measuring 
land developed by the scribes. Although Euclid was a Greek, he actually 
spent his life in Egypt and wrote his mathematical treatises while in 
Alexandria. He was simply systematizing and organizing Egyptian Wis- 
dom derived for the collection of taxes. 

The scribes” preferred status in Egyptian society is described in a pa- 
pyrus written around 1200 B.c., during the rule of the great Rameses 
family. Students asked their teacher for advice on selecting a vocation. 
Some of them were considering farming. Here is what the teacher told 
his students: 


Remember you not the condition of the farmer faced with registering the 
harvest-tax, when the snake has carried off half the corn and the hippopot- 
amus has devoured the rest? The mice abound in the fields. The locusts 
descend. The cattle devour. The sparrows bring disaster upon the farmer. 
The grain on the threshing floor at the end falls to thieves.... Andnow 
the scribe lands on the bank of the river to register the harvest-tax. His 
assistants carry spears and rods, and they say, hand over the corn, though 
there is none. The farmer 1s beaten, he is bound and thrown into a weli, 
soused and held under. His wife is bound in his presence, his children are 
in fetters. His neighbors abandon him. So the corn flies away. But the 
scribe is ahead of everyone. He who works in writing is not taxed, he has 
no dues to pay. Mark it well.> 


The scribes were not always brutal, however. They were taught that 
an official of the great pharaoh should act kindiy towards the poor and 
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The tax officials of the AM snooping, inspecting, recording, and 
arresting—even surveyed the nests of pigeons to count the eggs, making sure the pharaoh 
got his 20-percent cut. 


defenseless. Conseguently, one ancient text instructs the scribes: “If a 
poor farmer is in arrears with his taxes, remit two-thirds of them.” 

Another text admonishes officials to “cheer up everyone and to put 
them in good humour,” or, “if anyone is suffering under pressure of 
taxation or is at the end of his means, you must let the case go un- 
checked.”5 

This policy of remitting taxes during hard times was a common prac- 
tice, originalily called “philanthropa” from which our word “philan- 
thropy” is derived. Eulogies to many of the pharaohs recite that they 
remitted taxes so as not to overburden their people. The three thousand 
years of Egyptian history are filled with moments of humane and decent 
tax administration. 

The remission of taxes is almost unheard-of in our society. Our laws 
of debtor relief have no application to tax demands. Most tax collectors 
can evict a widow with ten children from her humble cottage and sell 
it. About all the law permits her to keep is the clothes on her back. The 
humanitarianism expressed in the tax laws of ancient Egypt is nowhere 
to be found in our revenue codes. (See United States Internal Revenue 
Code Section 6334.) 

The enormous endowment of power the pharaoh gave to the scribes 
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The scribes of Egypt around 2000 B.c., as depicted in scenes from the tomb of Khiti, Lower 
Egypt. 
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apparent ferocity, but the blows miss as the taxpayer cries loudiy. The bastinado was a 
form of chastisement, rather than punishment—a kind of tax bankruptey. 
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created serious problems at times. Corruption is always the inevitable 
conseguence of too much power, especially with a revenue agent, a les- 
son we have yet to learn. The pharaoh had to train special agents to 
check corruption in his revenue burcau. Scribes in the field were kept 
under surveillance by a group of special scribes from the head office. 
These investigators were to check on all field revenue agents to see if 
they were using false measures, weights, or accounts to cheat taxpayers. 
Their primary job was to check out taxpayer complaints. 

Shortly after the death of the now-famous young king, Tutankhamen, 
a strong pharaoh named Haremhab discovered deep-rooted corruption 
among his special agents. They were illegally sharing tax moneys with 
the scribes in the field—the very scribes they were supposed to be 
watching. Haremhab made a secret investigation after hearing rumors 
of this internal conspiracy. Nine new laws were dictated to crack down 
on this corruption. A tax-collecting scribe found guilty of over-charging 
a taxpayer was sentenced to have his nose cut off, followed by banish- 
ment to a desolate part of Arabia. This was no idle threat. Ancient rec- 
ords speak of a colony in Arabia of people with deformed faces. An- 
other pharaoh increased the salary of his scribes so they would not be 
tempted to enrich themselves by cheating taxpayers. This may have 
only whetted their appetites for more money, human nature being what 
it 1s. 

We do not know if the Egyptians invented tribute, but they were op- 
erating a fairly advanced tribute system long before the time of Moses, 
and they did so successfully for so long that one wonders how they 
could have done so. In later times, tribute was an ugly form of colonial- 
ism. With the early Egyptians during the zenith of Egyptian power the 
system operated smoothly and without any revolts, as far as we can teli. 
The system was “a testimony to the mild and kindiy rule, coupled with 
ceaseless watchfulness, by means of which the Egyptian Empire was 
built up and maintained.”© 

Tribute, then, starts out in our carliest recorded history as a wise tax, 
only in later periods around 1000 B.c. does it become ugly, brutal, and 
oppressive. Yet this is an old story that seems to repeat itself throughout 
history. We shall learn that tax farming followed the same course of a 
good tax going bad. In the early modern period, the mighty Spanish 
Empire collapsed when it turned the excise into a crippling exaction. In 
the twentieth century our tax makers have followed the same route with 
the income tax, which started out in the nineteenth century as a smart 
tax. It makes one wonder, is this the inevitable course all taxation fol- 
lows? 
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The earliest forms of tribute were annual lump sums, which scholars 
called block tribute. It was collected by local officials and delivered to 
the dominant king in an elaborate ceremony. In return, he made gifts 
back to the rulers of the tribute cities and usually provided an impres- 
sive parade of his might and goodness. Like a godfather he was taking 
care of his children. Later, in the fourth century B.c., long after tribute 
ceased to have its benevolence, direct tax assessments with foreign tax 
agents began. Scribes moved into the tribute territories to assess and 
collect taxes. This was an inherently oppressive system that reguired 
extensive surveillance in the colonial territories. Dissent was crushed by 
informers and military might. The informers received a: percentage of 
all evaded taxes Just as in America today. 

There is an allusion to Egyptian colonial informers in the Bible. In 
the Book of Ecclesiastes, Judea is described as a land full of tears for 
the oppressed. The Jews at that time were under Egyptian suzerainty, 
and we gain an echo of the feeling of the Jewish people under Egyptian 
colonial taxation with the ever-present informers. The spies of the pha- 
raoh were everywhere, we are told, so that “a bird of the air shall carry 
the voice” (Ecclesiastes 10:20) of the person who cursed the king in 
secret. İt was the king's tax burdens, scribes, and informers that the 
Jews were cursing. There were no electronic bugs, of course, but the 
scribes must have had informers planted everywhere so that even secret 
meetings and cursings were overheard and relayed to the scribes. The 
informers were rewarded, and the grumbling Jews were punished. 

Initially the pharaoh was god incarnate on earth. The flooding of the 
Nile and the bounteous harvests were attributed to his divine powers. 
Even in the tribute territorles, the rains that came were seen as the result 
of the pharaoh's putting part of the Nile up in their sky. Religion was 
the most sustaining force behind the pharaoh's glory and power. Eclipse 
his power and his empire would fall, and that is exactly what happened. 
His power was eclipsed not only in the matter of religious belief, but in 
the matter of taxation. Indeed, the decline of this ancient empire pro- 
vides support for Paul Kennedy's thesis in his The Rise and Fall of 
Great Powers (1987): The revenue systems become unable to support 
the empire after it is acguired. 

Egypt's collapse as an empire came during the reign of the famous 
pharaoh, Akhenaten, who tried to rid Egypt of its deeply entrenched 
system of gods and replace it with the worship of one god, Aten, sym- 
bolized by the sun. This endeavor totally consumed Akhenaten as well 
as his treasury. Ünfortunately, his reform movement failed and with it 
the two-thousand-year-old Egyptian colonial empire. Eventualiy, for- 
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eigners would dominate Egypt, and in the next thousand years, Assyr- 
ians, Babylonians, Persians, Greeks, and finally Romans would rule. 
What did Akhenaten do that brought about such a dramatic and final 
demise? Evidence suggests his tax base was cut in half. With this reve- 
nue loss, decline was inevıtable. 

Akhenaten first lost the rich tribute territorles in Syria and Palestine. 
The Hittite Empire took over because the pharaoh abandoned his em- 
pire for reasons no one can fathom. We have letters from his local am- 
bassadors pleading for a modest number of troops and for the pharaoh 
himself to visit the tribute cities. These pleas were ignored, which one 
Fgyptologist attributes to his bureaucracy: 


Gradually, as the Syrian situation grows worse and worse, one comes to 
sympathize intensely with the faithful (ambassador| doing his best...in 
such impossible circumstances and destined to So tragic a fate. His very 
rage makes him seem all the more human and likeable, since it is a rage 
against something which the world has raged ever since, yet has still to 
endure—the supercilious stupidity of the little man in office.” 


Perhaps it was the “little man in office,” the Egyptian Foreign Office, 
which failed to appraise Akhenaten of the inevitable conseguences of 
his neglect of the empire; perhaps it was his crazy obsession with his 
religious reforms which caused him to lose all interest in his empire and 
its tribute. One frustrated ambassador points out that it had been twenty 
years since the pharaoh made an appearance, and the faith of the people 
in his glory and powers had all but disappeared. Troops were not re- 
guired to enforce collection, for the vassal states did so out of religious 
conviction and faith that the pharaoh's goodwill and blessing would 
sustain and protect them. But part of the system reguired a freguent dog 
and pony show—a military parade like the Soviet May Day affair which 
showed off the military power of the state for everyone to see. Hitler 
loved to do this and there is no doubt he intimidated everyone and may 
have gotten his way at Munich with Chamberlain because of the impres- 
sive show of force his gigantic parades made to the world. 

Akhenaten failed to produce himself or his troops for many years. 
His subject territories lost faith, even his local ambassadors had to flee 
for their safety. In this vacuum of power it was easy for the Hittites to 
take over and for the tribute to dry up forever. 

We also have the correspondence from the leaders of these vassal 
states complaining about the stinginess of the pharaoh's gifts to them. 
The other side of the tribute system was the payments and riches pro- 
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vided to the rulers who had the obligation to collect and pay the trib- 
ute—a kind of bribery system, guite legal for the times. Without these 
handsome gifts any motive from the leaders to collect tribute for this 
stngy pharaoh would not exist. In a short time, all the rich cities 
throughout both Palestine and Syrtia fell under the suzerainty of Hittite, 
and later Assyrian, rule. 

At home the tax wealth was consumed domesticalIy as the new pha- 
raoh sought to replace all pagan temples and the great architectural con- 
structions with new faces promoting the new, single god Aten, symbol- 
ized by the sun. This drained the pharaoh's treasury and may have 
accounted for his niggardiy payments and gifts to the rulers in the trib- 
ute territorles. 

When Akhenaten's reforms failed, the new rulers had to tear down 
his works and even destroy his new capital city. Most of all, they had 
to tear down the power of the office of pharaoh so it would no longer 
threaten them. In the future, the pharaoh would have to respect their 
autonomy and power, and there is no better or more secure way to do 
so than to take away all taxing power. The temples and the priests be- 
came tax immune, and future pharaohs were either puppets or co- 
eguals. The pharaoh as the god incarnate for all Egyptians was gone. 
He was still a god, but he no longer held supreme power on earth over 
everyone. 

Immunity from tax for the temples and priests reached enormous pro- 
portions, for as much as one-third of all the lands of Egypt were owned 
by the temples and were tax free. The ancient Greek historian Herodo- 
tus travelled to Egypt, and in his history he reports that every priest 
received twelve yokes of land, approximately one hundred cubits by one 
hundred cubits, tax free.9 A cubit is the distance from the elbow to the 
finger tips, about twenty inches. One great temple at Amun in Karnak 
exerted an authority which rivaled the pharaoh's. This temple alone 
ruled over ninety sguare miles of rich farm lands and villages. 

The pharaoh Haremhab, who was the first powertul leader after Ak- 
henaten, granted most of these great tax immune lands to the temples; 
he even gave them a substantial number of his troops along with cattle 
and farming eguipment. In the end, “his lavish re-endowment of the 
gods and the priests of Amon, prepared the way for the tyranny of the 
Amon priesthood, which in the end was the death of Egypt.”? Was not 
the tax exemption that went along with this new tyranny the real coup 
de grace? 

The average Egyptian taxpayer didn't benefit much from the rivalry 
between the priests and the pharaoh's scribes. Once on tax-immune 
temple lands, workers did not pay a poli tax, nor farmers a harvest tax, 
but temple religious offerings were just as bad. Tax immunity for reli- 
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Only the tombs of the pharaoh's chief tax collector rivaled in splendor the tombs of the 
pharaohs. This wall painting from the tomb of a tax collector at Thebes, 1400 B.c., shows 
the Syrians paying tribute to Egypt. Within less than fifty years, this scene ended when 
the one-god pharaoh Akhenaten abandoned his rich colonies in both Syria and Palestine. 
His immediate successor granted tax immunity to about one-third of all the temple lands 
in Egypt. These revenue losses appear to have triggered the irreversible decline of this 
ancient superpower. 


gion has continued throughout history. Most of the struggles between 
the popes and kings in the Middle Ages were over the immunity of the 
church from the king's tax men. 

The temples were not only immune from tax, but the lands and build- 
ings were places of refuge where people could flee and escape from the 
government, especialiy the tax-collecting scribes. This right of asylia, 
as It is called, was a kind of substitute for civil rights, and it survives 
today in diplomatic relations among nations. A Hungarian cardinal 
lived for years in the U.S. embassy in Budapest, enjoying a kind of 
asylia guaranteed to all embassies under international law. Foreign na- 
tlons that conguered and ruled over Egypt for a thousand years were 
guick to abolish temple tax immunity and put an end to the excessive 
power enjoyed by the priests, but they did not abolish asylia—probabiy 
for good reason. If they were overthrown or defeated in battle, they 
could always take refuge in the nearest temple and save themselves. The 
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most common user of the right of asylia was the defaulting taxpayer, 
racing for the temple gates, trying to outrun the scribes in hot pursuit. 
When the taxpayer won the race and was safely behind the temple gates, 
did he, one wonders, turn around and stick out his tongue at the frus- 
trated scribes? A lot of taxpayers today would just love to have such an 
opton. 

The tax story of ancient Egypt shows what happens in a society bur- 
dened with a totalitarlan revenue system. The informer, the corrupt rev- 
enue official, and—most significantly—the tyranny of all-pervading 
surveillance are inherent in such a system. Every taxable transaction 
must be recorded and subject to examination. Conseguentiy, the indi- 
vidual has to submit every aspect of his life to tax inguisition. 

Lacking our modem and sophisticated record-keeping, the Egyptians 
used the scribes to oversee the pharaoh's revenue system. The scribe 
was the substitute for the banking record, the computer, the tax-identi- 
fying number, and the other devices of the modem tax gatherer. In such 
a system, anywhere, privacy and liberty give way. The scribes were 
everywhere—snooping, inspecting, and recording. This system of 
snooping should not be judged too harshly. Our system is basicaliy the 
same, seeking the same ends, and using the means and tools available 
at the time. The tools have changed, not the system. For example, in 
1975 the United States Supreme Court ruled that federal tax agents have 
the right to snoop into just about anything by using a John Doe sum- 
mons. The dissenting opinion of Justice Potter Stewart emphasizes the 
pervasiveness of our tax system: 


Virtualiy all persons or objects in this country... may have tax problems. 
Every day the economy generates thousands of sales, loans, gifts, pur- 
chases, leases, wills and the like, which suggests the possibility of tax 
problems for somebody. Our economy is tax relevant in almost every de- 
tail. (U.S. v. Biscaglia, 420 U.S. 141, 156(1975)) 


An IRS agent using a pseudonym wrote: “There is no important 
piece of information conceming you | am forbidden to seek.”'9 Was not 
this the state of affairs that dominated the tax system of ancient Egypt? 
Are not our income tax auditors the modern eguivalent, in almost every 
detail, of the ubiguitous scribes of the pharaohs? 
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The Rosetta Stone Speaks— 
and Tells a Tale of Taxes 


The arrears of taxes which lay on the peoples of Egypt he (Ptolemy V|J 
remitted, an amount immense, how much is not known. 


— Rosetta Stone, 200 B.c. 


Napoleon started his ambitious military career by trying to conguer 
Egypt. The British threw him out in no time, but before they did, his 
soldiers ransacked the tombs and shipped back to France as many relics 
as they could carry. As these relics were passed around in Europe's high 
society, Egyptology was born. 

Our knowledge of ancient Egypt moved from fantasy to fact with the 
discovery of the Rosetta Stone. It was unearthed by one of Napoleon's 
officers near the town of Rosetta in northern Egypt. Napoleon had cop- 
ies made and distributed throughout Europe. The English eventualIy 
seized the stone from the French, and it is now on display in the British 
Museum in London. It is a slab of black basalt, a hard marble-like rock. 
It has a message inscribed in hieroglyphic (at the top), demotic, another 
lost Egyptian script (in the middle), and Greek (at the bottom). With the 
aid of the familiar Greek the other two lost Egyptian modes of writing 
were deciphered. The Egyptians were prolific writers, and a great num- 
ber of Egyptian writings have survived which can now be deciphered, 
telling the real story of life in ancient Egypt. 

Most of us learned of the Rosetta Stone in our first ancient history 
and geography lessons. This stone 1s the most important Egyptian ar- 
chaeological discovery of all time. It is the most significant relic of an- 
cient Egyptian history. Someone obviously went to a lot of trouble to 
inscribe the Rosetta Stone. Why was the message inscribed in three dif- 
ferent languages? Why was stone used instead of papyrus? The message 
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The Rosetta Stone, whose message in iline modes—hieroglyphic (top), demotic (center), 
and Greek (bottom)— was the key to revealing the stories of ancient Egypt, including the 
reaction to a tax revolt of the boy-king Ptolemy V. 


must have been important to have been cut in stone, but why was the 
message transcribed in Greek? 

The Rosetta Stone was inscribed around 200 B.c. during the reign of 
Ptolemy V, known as Epiphanes. Egypt had been ruled by a dynasty of 
kings of Greek origin called Ptolemy for over one hundred years. The 
founder was one of the leading generals of Alexander the Great. After 
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Alexander died unexpectedIy, his generals divided up his empire. Ptol- 
emy grabbed Egypt for himself and became king. A new dynasty was 
established that lasted until the death of Cleopatra. The Ptolemies were, 
by and large, good kings, and they tried to carry on the ancient tradition 
of benevolent dictatorship established by the pharaohs. Greek influence 
was considerable, but within a few generations the Ptolemies acted 
more like Egyptians than Greeks. 

At the time the Rosetta Stone was inscribed, Egypt had been plagued 
by acivil war for over a decade. This war started after Egyptian soldiers 
returned home from a successful military campaign in the cast; they 
found Egypt shackled with new tax burdens. In addition, the tax bureau 
had been strengthened with tough Greeks who were the best in the busi- 
ness. The revolt of these soldiers turned into a civil war, and to try to 
restore order the boy-king, Ptolemy V, issued a “Proclamation of 
Peace.” The most important provision was a general amnesty for the 
rebels. Tax debtors and rebels were freed from prison. Tax debts were 
forgiven. There would be no more forced conscriptions for the navy. 
Fugitives were invited to return and take back confiscated property. Fi- 
nally, there would be tax immunity for the temples and their crops and 
vineyards, as in the days of the pharaohs. This proclamation was a bold 
stroke to bring peace to a war-tom nation. İt was a capitulation on the 
part of government to the rebels and the priests. 

The great beneficiaries of this proclamation were the priests. At a sol- 
emn assembiy in Memphis, on the lower Nile, they decreed that an hon- 
orarium should be cut in a “stele of hard stone in sacred and Greek 
letters, and set up in each ofthe... temples at the image of the ever- 
lasting king.” From this we can assume that there may have been many 
copies of the Rosetta Stone installed in the temples next to a statue of 
the boy-king. Why? 

The reason is that the tax provisions of the peace proclamation were 
a road to riches for the priests. Ever since the successive conguests of 
Egypt by the Assyrians around 700 B.c., then the Persians, and finalliy 
the Greeks in 330 B.c., the temples had lost their ancient tax immunities. 
Now, after five hundred years of foreign rule, tax immunities were 
being restored. The prospect of economic power and independence for 
the temples was exceptional. Small wonder that, in honoring the king, 
the Rosetta Stone emphasized the marvelous tax benefits they had been 
given. With the right of asylia, which they had never lost, the temples 
now had a bright and prosperous future. The main stumbling block was 
the lawlessness of the king's tax men. Having the law on your side— 
just like today—was not enough to stop some overly ambitious member 
of the king's revenue bureau. To keep out the king's tax men there was 
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Excerpts from the Rosetta Stone translated by Sir Wallis Budge, former head of Egyptian 
antiguities at the British Museum. 


a Greek sign at the entrance to all temples which read: No Entrance to 
Those Who Have No Business in the Temple.! 

To bolster the sign, the Rosetta Stone was propped up along with a 
statue of the king. If there was any guestion about whether or not a 
revenue€ agent had any right to enter the temple, he could then be re- 
ferred to the Rosetta Stone and read for himself that the temple was off- 
limits to him. The Greek translation on the Rosetta Stone clarified and 
supported the Greek “No Trespassing” sign at the entrance. 

The fact that the Rosetta Stone is a tax-oriented document should not 
come as a surprise. A large percentage of all ancient documents are tax 
records of one kind or another. One of the labors of historians studying 
ancient material is to sift through piles of tax records in the hope of 
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finding something of interest. Though tax records are generally looked 
upon as a nuisance, the day may come when historlans will realize that 
tax records tell the real story behind civilized life. How people were 
taxed, who was taxed, and what was taxed, tell more about a society 
than anything else. Tax habits could be to civilization what sex habits 
are to personality. They are basic clues to the way a society behaves. 

Behind the grants of tax immunity in the Rosetta Stone is the story 
of what was really going on in Egypt around 200 B.c. One could inter- 
pret these clues to mean that the young ruler had a wise regent who had 
enough sense to reduce taxation to spur the economy and end civil 
strife. İt may be that the regent was an exceptionaliy decent fellow who 
felt sorry for Egypt's overtaxed workers. 

This is wishful thinking, of course. Rulers do not reduce taxes to be 
kind. Expediency and greed create high taxation, and normaliy it takes 
an impending catastrophe to bring it down. 

The proclamation of peace referred to in the Rosetta Stone means that 
the pressures of excessive taxation were destroying Egypt. The accumu- 
lation of unpaid taxes must have reached an intolerable level. Massive 
confiscations of private property had proved disastrous for the country: 
villages were depopulated, farms were abandoned, and critical dikes 
along the Nile were badiy in need of repair. Floods were endangering 
the whole of Egypt. The release of tax rebels from prison meant that 
the prisons were full and that the nation desperately needed workers. 
The amnesty meant that the land was filled with fugitives who had fled 
their homes to escape punishment for not paying their taxes. In short, 
the grants of tax immunity set down in the Rosetta Stone paint a pitiful 
picture of Egypt, and indicate that her rulers were driven to take desper- 
ate measures to end the social and economic chaos their excessive tax 
system had created. 

There are numerous other writings of this period that confirm this 
interpretation. We have discovered that the king was flooded with peti- 
tilons İrom taxpayers pleading for relief from harsh treatment by the rev- 
enue burcau. Taxpayers in prison asked for a pardon—not because they 
were innocent, but because the king was losing their valuable services 
while they were in jail. We have, for example, the petition of a man 
arrested by the tax bureau when he was urgentiy needed at the foreign 
affairs ministry. The king even found his own crops in danger when the 
tax ministry arrested his royal peasants while they were working on the 
king”s farmlands. Priests petitioned the king about unlawful entries into 
temples. 

Finally, and somewhat puzzling, were a number of petitions com- 
plaining about false denunciations by tax men accusing honest taxpay- 
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ers of evasion. Egyptian taxpayers did not like this attack on their char- 
acter, even by a corrupt revenue agent. Today, we would probabiy just 
consider the source. Yet even this has a modern counterpart. A person 
charged with, but not convicted of, tax offenses usually receives more 
publicity than a common murderer. 

This flood of petitions from oppressed taxpayers was followed by a 
much-publicized letter to all revenue agents, reminding them that the 
king and gucen wanted fair treatment for all taxpayers. The reference to 
the gucen in this official proclamation indicates the egual status of 
women in Egypt at this time. Not much significance should be attached 
to this proclamation, however. The king made his head tax officials re- 
sponsible for all uncollected taxes. This pressure at the top of the sys- 
tem inevitabiy passed down to the lowest taxpayer on the bottom. The 
king was caught between an empty treasury and rebellious taxpayers. 
İn such a situation he talked out of both sides of his mouth. 

The letter Ptolemy and his gucen wrote was basically a public rela- 
tlons stunt, and tax history is full of similar examples. In the interest of 
good public relations, governments will make soothing announcements 
when there are public outcries from angry taxpayers. Taxpayers are then 
assured that tax collectors are supposed to be fair and decent. Whether 
they are, however, depends on how much pressure is put upon them by 
revenue authorities at the top of the system. An oppressive tax agent is 
usualiy reacting to pressure from above. The truth of this observation 
was verified in the 1960s when the Internal Revenue Service announced 
in an official public ruling that tax auditors were not to be protectors of 
the revenue or advocates for government, but to be fair, impartial 
judges. Most any agent will tell you his primary duty is (as he has been 
told) to “protect the revenue,” exactly what this Revenue Procedure 
says he is not supposed to do. 

This duplicity of telling taxpayers one thing and then turning around 
and directing agents to do the opposite is exactly what was happening 
in ancient Egypt. The tremendous pressure put at the top of the system 
produced oppression at the bottom—a fact the tax officials must have 
known. 

Peace proclamations like those in the Rosetta Stone were repeated at 
least three times in the next century. The success of the Rosetta Stone 
proclamation prompted the government to use tax amnesties as a regu- 
lar medicine to check civil disorder. In time, the Egyptian government 
bestowed guite a remarkable collection of civil rights on all taxpayers. 

Scholars have tried to determine what went wrong in Egypt under the 
Ptolemies, when an empire that had survived for over three thousand 
years simply withered and died. Little resistance was put up against the 
Romans when they invaded Egypt. Egypt had suffered no military di- 
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sasters, famines or plagues. The Nile delta was still the richest farming 
region in the world. The Ptolemies had been good kings. Egypt could 
have been the Romans” most difficult conguest, not the easiest. 

Some scholars believe all civilizations have a life cycle like plants 
and animals, and that Egypt simply died of old age. The Greek historian 
Polybius suggested that the civil war that incapacitated Egypt was 
caused by the Greek domination in the government. Polybius may have 
been partially correct, except it was not the Greek element itself which 
irritated the Egyptians, but Greek tax practices. 

The most impressive analysis of Eeypt's demise came from the great 
Russian scholar Rostovtzeff.? He believed, after a lifetime of study, that 
the decay in Egyptian society was the result of lawlessness in the bu- 
reaucracy, especialiy the tax bureau. The king could not restrain it, and 
his orders went unheeded. Rostovtzeff felt that the continual and un- 
abated tyranny of Egyptian tax collectors produced a nationwide de- 
cline in incentive. Egyptian workers and farmers lost their desire to 
work—agricultural lands fell into disuse, businessmen moved away, 
and workers fled. Sound money disappeared as a raging inflation de- 
stroyed what capital there was. The land became filled with robbers who 
wrecked commerce and brought fear and despair to the populace. Boat- 
ing and sailing along the Nile became as dangerous as walking at night 
on the back streets of New York and Detroit. In the end, thieves were 
no longer only in the tax bureau—they were everywhere. 

The Ptolemies” three-hundred-year rule over Egypt ended after the 
defeat of Mark Anthony and Cleopatra by Octavian at Actium in 31 B.c. 
After a short siege at Alexandria, Octavlan entered the city and Roman 
rule began. We do not know what kind of a welcome Octavian received 
when he entered that great city, but chances are by the time he left he 
was İooked upon with favor for having delivered the Egyptian people 
out of bondage. In the last century the once kindiy and caring Ptolemies 
were no longer around to control the inhuman Greek bureaucracy that 
had learned “how the population might be oppressed without too much 
danger to the oppressors.”? The throne during this decadent period was 
dominated by a series of ruthless gucens named Cleopatra, who didn't 
hesitate to murder their rival brothers, sisters, lovers, and even sons.* 

Octavian, who soon became Caesar Augustus, set about restoring the 
Egyptian economy. His army became a major construction company. 
The soldiers were put to work repairing the dikes and cleaning out the 
canals which had become clogged with mud over the last century. The 
result was a rebirth of Egyptian prosperity for the benefit of Augustus. 
He wisely kept Egypt for himself, and even prohibited any Roman sena- 
tors İrom visiting Egypt without his express permission.” 

He must have made some dramatic changes in the tax system, be- 
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cause civil disorder ceased and Egypt became one of Rome's most loyal 
and peaceful provinces.9 We have a clue to this in a speech of Herod 
Agrıppa to the Jewish people, urging them to be obedient to Rome's tax 
demands by appealing to the example of Egypt: 


What occasion is there for showing you the power of the Romans over 
remote countries, when it is so easy to learn it from Egypt, in your neigh- 
borhood?. .. yet it is not ashamed to submit to Roman government, al- 
though it has Alexandria as a grand temptationtoarevolt...andit pays 
more tribute to the Romans in one month than you do in a year; nay be- 
sides what it pays in money, it sends corn to Rome that supports it for four 
months (in the year)|.” 


Roman rule and tax policy followed a pattern in Egypt not unlike the 
Ptolemies. By the time of Rome's fall, it too became decadent and op- 
pressive, even enslaving the populace. When Moslem armies arrived in 
the seventh century, it was relatively easy for them to take over Egypt, 
for they offered the over-taxed Egyptian not Just reduced taxation but 
no taxation if they would embrace Islam. This remarkable episode in 
history, which happens when the ancient world comes to an end after 
the Fall of Rome, will be discussed at length. 
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The Age of Terror-Taxation— 
and the Indomitable Tax Rebels 
of Ancient Israel 


The king of Judah was affrighted at Nebuchadrezzar's threatening; he 
bought peace with money, and brought the tribute he was ordered to pay. 


—lJosephus, Antiguity of the Jews 


The Jews developed the only pre-Christian culture that has survived 
to our day. Jewish history goes back five thousand years. By compari- 
son, the history of the English-speaking people can be traced through, 
at most, two thousand years. As a people the Jews have always been 
small in number but gigantic in their impact on the course of civiliza- 
tion. Setting aside the religious aspect of Jewish history, their economic 
and political story has been one continuous struggle after another 
against outrageous taxation. 

The tax history of the Jews can be divided into three main perliods: 
The Kingdom of Israel, Judah Stands Alone, and The Scattered People. 
Jewish taxation ends with the confiscatory taxes Hitler imposed on 
them as his first solution to the “Jewish problem.” Hitler's special Jew- 
ish taxes completely destroyed Jewish power in Germany before exter- 
mination camps were conceived. 

The tax story of the Jews probabiy began in the Book of Exodus with 
the enslavement of the tribes of Israel by the pharaoh after the death of 
Joseph, the son of Jacob. We know the Israelites were a highiy respected 
colony of foreigners living in Egypt, and had received great favors from 
the pharaoh. Shortly after the death of Joseph a new pharaoh put the 
children of Israel in bondage, but the biblical account does not answer 
the guestion of how they were enslaved. The Book of Exodus records 
the following: 
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This scene found on the walls of Nineveh shows the people of the Kingdom of Israel 
being led off into captivity and oblivion, to become the Lost Tribes of Israel. 


And the children of Israel were fruitful, and increased abundantiy, and 
multiplied, and waxed exceeding mighty; and the land was filled with 
them. 

Now there arose a new king over Egypt, which knew not Joseph. And 
he said unto his people, Behold, the people of the children of Israel are 
more and mightier than we: Come on, let us deal wisely with them; lest 
they multiply, and it come to pass, that, when there falleth out any war, 
they join also unto our enemies, and fight against us.... Therefore they 
did set over them taskmasters to inflict them with their burdens. And they 
built for the pharaoh treasure cities, Pithom and Raamses.' 


The Jewish historlan Josephus, writing nineteen hundred years ago, 
added this twist to the episode: 


Now it happened that the Egyptians grew delicate and lazy, as to painstak- 
ing, and gave themselves up to other pleasures, and in particular to the love 
of gain. They also became very ill-affected towards the Hebrews, as 
touched with envy at their prosperity.? 


Both of these ancient writers seem to be emphasizing two points. 
First, the Jews were a prosperous and growing political minority, and 
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second, the Egyptians, who controlled the political system, were covet- 
ous of Jewish wealth. When the pharaoh decided to deal “wisely” with 
them—the modern word would be “shrewdliy” —his objective was to 
steal the wealth of the Jews and curb their growing power. Just how did 
the pharaoh do this? We cannot assume he simpliy ordered the enslave- 
ment of the Hebrews and ipso facto they were slaves. The pharaoh was 
the supreme administrator of Egyptian law, which was divine in origin 
and not subject to change. He would have had to enslave the Hebrews 
by complying with “due process of law” or “natural justice” by Fgyp- 
tlan standards of 1700 B.c. Old laws and traditions had to be strictiy 
applied. 

Ünder the legal system of that day a person could be enslaved for 
being: a criminal; a captive in war; or a delinguent taxpayer or debtor.? 

The Israelites were not a foreign nation, and there is no reason to 
believe they were not loyal Heyptian residents paying their 20 percent 
harvest taxes and production taxes along with everyone else. Since all 
the İsraelites were enslaved there may have been cither a gigantic public 
debt that was not discharged, or rebellion against the pharaoh. As a for- 
cign colony, tribute could be assessed against the entire community as 
a whole. There was an inherent arbitrariness about tribute. The pharaoh 
could set the rate so high it could not be paid. Rebellion against such a 
tax, or mere delinguency, would have permitted the pharaoh to confis- 
cate all Hebrew wealth and enslave the children of Israel. The use of the 
term “burdens” in the biblical text could be a reference to taxatlon. 
Throughout the ancient scriptures, taxes were most often referred to as 
a burden, sometimes as a yoke.* By the use of his power to tax, the 
pharaoh probabiy enslaved the Hebrews and set the stage for Moses and 
the Exodus. 

History is full of similar examples—an unpopular wealthy class, 
without political power, is taxed into oblivion, emigration, or rebellion. 
Conseguentliy, the most natural and legal way for the pharaoh to deal 
“wisely” with the Israelites was through crippling taxation. 

After Moses led the children of Israel out of bondage, they resettled 
in Palestine under Joshua. Each tribe received a specific territory, and 
they had little government, with judges providing what government was 
needed. We read in the Book of Judges (17:6), “There 1s no king in 
Israel; every man did that which was right in his own eyes.” In other 
words, there was no government regulating one's behavior, and that 
meant there were no taxes for a central government. This social order 
lasted for about 400 years. 

Around 1000 B.c., at the people's bidding, big government was intro- 
duced. The people wanted a king, like everyone else had. However, the 
Prophet Samuel objected to this kind of a political system. God did not 
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want his people to have a king and he told Samuel to tell that to the 
people. The people still wanted a king, notwithstanding God's will. God 
then told Samuel to tell the people what life would be like under a 
king —specificalIy, their tax life. In the First Book of Samuel the people 
are given a Vivid picture of just what to expect from a king, tax-wise: 


This will be the sort of king who will govern you. He will take your sons 
and make them serve in his chariots and with his câvalry, and will make 
them run before his chariot. Some he will appoint officers over units of a 
thousand and units of fifty. Others will plough his fields and reap his har- 
vest; others again will make weapons of war and eguipment for mounted 
troops. He will take your daughters for perfumers, cooks, and confection- 
ers, and will seize the best of your cornfields, vineyards, and olive-yards, 
and give them to his lackeys. He will take a tenth of your grain and your 
vintage to give to his eunuchs and lackeys. Your slaves, both men and 
women, and the best of your cattle and your asses he will seize and put to 
his own use. He will take a tenth of your flocks, and you yourselves will 
become his slaves.ö 


Yet, unmoved by the picture of life under a king and his tax men, the 
children of Israel still wanted a king, and God tells Samuel to let them 
have one, and let them suffer the conseguences. Samuel then annointed 
Saul, King of Israel. 

The children of Israel in 1000 B.c. seem to have a lot in common with 
the children of Western civilization in a.p. 2100. We want big govern- 
ment like the Israelites wanted a king, which also meant big govern- 
ment. And like the ancient Hebrews, we too got big taxes, and the con- 
seguences that flow therefrom. 

Samuel left out the worst part of the big tax scenario—the savage 
punishment meted out to those who evade. Solomon, who followed 
David and the first king, Saul, brought that home to the Israelite peo- 
ples, two generations later. He amassed enormous wealth through 
crushing taxation. Jesus” comment about “Solomon in all his glory” 
referred to his sumptuous courts and harems. One ancient writer gives 
this account of the man: 


But although Solomon was become the most glorious of kings, and the 
best beloved of God, and had exceeded in wisdom and riches those that 
had been rulers of the Hebrews before him, yet he did not persevere in this 
happy state till he died.... He grew madinhisloveof wmen...nor 
was he satisfied with the women of his country alone, but married many 
wives out of foreign nations.9 


I believe his madness developed from having a thousand wives and 
concubines. How he handled so many women is mind-boggling. Appar- 
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ently, he didn't handle them very well. In the Book of Ecclesiastes (at- 
tributed to Solomon), he indicated he could hardiy find a good woman 
in the whole lot.” The wives could probably have countered by pointing 
out that he didn't spend enough time with any one of them to be a 
proper judge. With that many wives it would take him about three years 
to make the rounds giving each wife Just one night. His “love of 
women” appears to have been more as a collector than a lover or com- 
panion. Süll his relationships were hardiy platonic for he “laid no re- 
straints on himself in his lusts.”8 Worse still, his foreign wives practiced 
idolatry and he eventually joined in the practice. 

Solomon's wives and glory had to be paid for, and this heavy expense 
fell on the Hebrew people. Ancient scriptures refer to this as the “yoke” 
he put upon them. Besides the whips to collect Solomon's taxes, some 
biblical scholars believe that the tax horror story predicted by Samuel 
noted in this chapter was in fact written later, and was an account of 
the tax system Solomon had enforced to build his vast and luxurious 
kingdom.? 

When Solomon died, his son Rehoboam was to be his successor. To 
recelve the throne, he was summoned to the city of Shechem, which 
Joshua selected as the meeting place for the rulers of the tribes of Israel. 
The tribal leaders asked what his taxes would be, and at the same time, 
urged him to repudiate some of the heavy taxes Solomon had put upon 
them, which put them in “servitude.” The older wise men of Israel fur- 
ther counselled Rehoboam, “If you speak good words to them they will 
be your servants.”'9 Rehoboam said he would like to think the matter 
over for three days and then give them his answer. During these three 
days, the leaders became suspicious because they could see no reason 
to have to think the matter over. Rehoboam appeared before the people 
as he said and announced, to everyone's horror, that he would increase 
taxes, and to the disobedient, instead of using a whip (which the previ- 
ous rulers must have used for tax compliance) he would use “scorpi- 
ons,” a brutal type of whip with sharp prickles that ripped the flesh. 

This was too much: “By these words the people were struck as if by 
a hammer, and were so grieved at the words, as if they had already felt 
the effects of them.”''A well-organized tax revolt erupted on the spot 
which must have been planned in advance of the meeting. Rehoboam 
was told he could not be king and that he could only have “the temple 
which his father had built.”'2 To vent their anger even further, they de- 
creed that no descendant of David would ever be allowed to rule over 
them. Rehoboam didn't realize just how enraged the people were. He 
sent the chief tax collector (Solomon's) to try and manage the situation 
and calm the mob. They stoned him to death, probabiy because they 
had had enough of him as the head man of Solomon's tax bureau.'3 
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Fearing for his life, Rehoboam “got immediately in his chariot and fled 
to Jerusalem”!4 to take refuge in the temple he had been allowed to 
keep. 

Rehoboam took control of Jerusalem, and the kingdom split, with Re- 
hoboam's rule limited to the small province of Judah. Being a much 
smaller kingdom, Judah, to keep peace, paid tribute to Israel and its 
non-David kings. 

These Hebrew kingdoms became buffer states between Assyria and 
Egypt, the superpowers of that day, somewhat like Europe was between 
Russia and the United States. The latter were locked in a struggle that 
was partiy ideological; in 800 B.c. the struggle was purely economic. 
Tribute was the prize for the victor. 

The Hebrew kingdoms wavered between pro-Assyrlan and pro-FHeyp- 
tian. The prophets advocated strict neutrality. By remaining neutral and 
paying whatever taxes were demanded, the Hebrew nations would sur- 
vive. Any alliance with either Egypt or Assyria invited annihilation. A 
nation that lived by the sword would perish by the sword. This proverb, 
so popular in ancient Israel, was undoubtediy the word of the prophets 
arguing for non-alignment with either superpower. 

Assyria soon overpowered every city and nation except Egypt. The 
Black Obelisk of Shalmaneser III shows the king of Israel bowing be- 
fore the Assyrians and delivering tribute to Nineveh. But this was not a 
happy arrangement. The Israelites rebelled whenever they could. When 
the İsraelites cut off tribute in 750 B.c., the Assyrian terror-king, Tig- 
lath-Pileser IV, stormed out of Nineveh, pounced on Israel, and de- 
manded one thousand talents of silver (a Hebrew talent was 116 
pounds). The subdued Israelites complied and yielded to Assyrian de- 
mands for fifteen years. In 734 B.c. they rebelled again in league with 
all the tribute territories in the Assyrian empire. This time the angry 
Assyrians crushed Israel and took almost all the Israelites captive. They 
disappeared from history. A small remnant was left in Samaria. But 
within ten years they rebelled again, and this time the Assyrians laid 
siege to Samaria for three long years. Finally, in 721 B.c., the Assyrians 
breached the walls, captured the inhabitants and led them off into cap- 
tivity. 

The disappearance of the people of the kingdom of Israel has excited 
the imagination of the Jews and Christians for twenty-five hundred 
years. They became the “Lost Tribes of Israel.” An impressive number 
of early modern scholars, called “antiguarians,” believed the American 
Indians came from the Lost Tribes. There were prophecies concerming 
their triumphant return, with highways springing up to provide a royal 
road for their return from the North country where they disappeared. 
Most of this folklore has passed away although there are a few religious 
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groups, such as the Mormons, who still adhere to this belief and look 
for the day when the Lost Tribes will retum. 

As a matter of historical fact, the Lost Tribes vanished as the result 
of a courageous but unsuccessful rebellion against unjust taxation. As a 
“Mighty Mouse” fighting a gigantic superpower, Israel's rebellion and 
defiance offered hope to an over-taxed world. After Israel was defeated, 
the Assyrians extended their bondage over the entire known world; even 
Egypt submitted to the terror-kings. Like a tough Mafia godfather, the 
Assyrians could write their own tax bili. 

The smaller Hebrew kingdom of Judah, with its capital at Jerusalem, 
obeyed Assyrian demands after the obliteration of the kingdom of 1Is- 
rael. But Assyria's crushing taxes eventualiy incited rebellion when 
Egypt promised aid to the impoverished Jews. As always, the prophets 
advocated obedience and opposed rebellion. Isaiah counselled the Jew- 
ish King Hezekiah with these words: “In sitting still and rest shall be 
your salvation, in guietness and confidence your strength.” 5 

In other words, no foreign alliances, and no rebellion. 

Compliance with Assyrian demands was intolerable for Hezekiah. He 
was the one who had to prostrate himself on the ground before the As- 
syrlan king and then oppress his people with outrageous taxation. Neu- 
trality for him meant being the Assyrians” chief tax collector. For this 
the Jewish people would hold him in contempt. It was only a matter of 
time before he rejected the advice of the prophets and jJoined a league 
of states to throw off the yoke of Assyrian taxation. 

By 703 B.c. the new league was in open deflance. The Assyrian king, 
Sennacherib, soon subdued the rebellious cities. One Jewish fortress 
after another fell to his advancing armies. The war was lost. Hezekiah 
sued for peace, but the Assyrians were determined to seize Jerusalem. 
They surrounded the city which by then was in a state of panic. Isaiah 
came forth and prophesied that the king of Assyria “shall not come into 
the city, nor shoot an arrow there, nor come before it with shield, nor 
caste (lay siege| against it.” 6 

Suddenly, the Assyrians broke camp and left —lJerusalem was saved. 
Prophecy was fulfilled. The Greek historian Herodotus records that a 
plague of mice (typhus) had infected the Assyrian camp. Whatever it 
was, it was a close call for Judah, so close in fact that it completely 
cooled the hot-heads of Judah who were preaching rebellion. Thereaf- 
ter, taxes were paid. 

The Assyrian terror-kings passed into history like a bad dream, leav- 
ing a record of ruthless terror-taxation that would gualify them as 
among the worst imperialists of all times.!7 Every vassal city was seeth- 
ing with anger and bent on rebellion. Eventually, the Babylonians suc- 
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ceeded where the Hebrews failed. In 612 B.c. they led a powerful assault 
on Nineveh and brought an end to Assyrian power. 

Babylon replaced Assyria as the superpower of the Fast. An ambi- 
tious young king, Nebuchadnezzar, went forth from Babylon on a tax 
collection operation, Assyrian style. When he arrived in Judah the He- 
brew king offered no resistance. In the words of Josephus, he “bought 
his peace with money,” i.e., he agreed to pay his tribute taxes, Just as 
in the days of the Assyrians. Four years later the Jews revolted, encour- 
aged by the Egyptians. The Egyptians backed down, as usual, and the 
Jews found themselves facing Nebuchadnezzar's big battalions alone. 
The Jews sued for peace, paid their taxes, and entered into a tax treaty 
with the Babylonians. To prevent further tax defiance, Nebuchadnezzar 
selected a new Jewish king named Zedekiah. With a king of his own 
choosing, Nebuchadnezzar thought the situation was under control, at 
last. 

After eight years, Zedekiah renounced his tax treaty with Babylon. 
When Nebuchadnezzar learned his own hand-picked king could not be 
trusted, he lost all patience with the Jews. He attacked and destroyed 
Jerusalem. Zedekiah was condemned for breaking his tax agreement. 
For punishment his sons were killed in front of him, and immediately 
thereafter his eyes were put out, Assyrian style. The Hebrew people 
with their blind king were taken back to Babylon as punishment. The 
period known as Babylonian captivity began. 

Actually, life was not bad in Babylon. The Jews prospered and en- 
jJoyed the learning and culture of the Persians. After about sixty years, 
anew Persian king named Cyrus the Great authorized the Jews to return 
to Jerusalem. To many Jews the wild frontier of Judah was not as ap- 
pealing as the cultured life in Babylon—not unlike American Jews who 
have no desire to retum to Israel today with its wars, struggles, and so- 
cialism. 

The directive to the Jews to retum to Jerusalem was not the result of 
loving kindness. Cyrus was an astute tax man. If he could induce the 
Jews to rebuild Jerusalem, he could reasonably anticipate adding a 
thriving, taxable asset to his realm. Not all Jews were keen on returning, 
certainly not the rich and prosperous. Only a fourth of the 150,000 
members of the Jewish community returned.!8 

The history of civilization from 1000 B.c. to 500 B.c. revolved around 
two superstars, Assyria and Babylon, but the show was stolen by two of 
the supporting cast, the kingdoms of Israel and Judah. Time and again 
they battled the terror-tax imperialists. They would not learn from de- 
feats. The Hebrews who survived from the genocidal policies of these 
terror-kings would rise up again and revolt at the first possible chance. 

To the religious mind the defeats and sufferings of the Jewish people 
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kings of Assyria, with his chief tax collector. The egual size of 


the two men indicates the high ranking of the king's revenue minister, for normalIy the 
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Nebuchadnezzar's armies breaching the walls of Jerusalem to take the Jews into 
Babylonian captivity for refusal to pay taxes. 


were part of God's plan. To the secular historian, the embattled Jews 
carried on the longest and most unsuccessful tax revolts in history, 
spread out over centuries, not decades. The courageous spirit of these 
Hebrew tax rebels must have inspired hope among the oppressed peo- 
ples of the ancient world. Today we remember ancient Israel for the 
Scriptures, for faith in God and religion devoid of idolatry. Should we 
not also remember them for their indomitable spirit against unjust taxa- 
tton? 


4 


Israel's Final Hour: From 
Hanukkah's Glory to Goliath's 
Triumph 


He (Joseph) gathered great wealih together, and made vast gains by the 
farming of taxes.... He brought the Jews out of a state of poveriy to one 
that was splendid. 


—lJosephus, Antiguity of the Jews, 200 B.c. 


Jewish readers may be surprised to learn that their counterpart of 
Christmas, Hanukkah, is rooted in the tax struggles of the ancient He- 
brews. The story begins when Alexander the Great conguered the Per- 
sian empire. His early death was followed by the fragmentation of his 
empire as rival generals carved out mini-empires of their own. When 
General Ptolemy was securing Egypt, General Seleucus was taking over 
Palestine and Asia Minor. Judah was once again a buffer state between 
two rival powers. The Greeks did not bring freedom to the Jews. Their 
tribute was simply redirected from a Persian king to a Greek king; even 
the tax rates remained unchanged, at 33 percent for sown crops and 50 
percent for the crop of orchards and vineyards—oppressive by any stan- 
dard. 

Rivalry between these two generals was similar to the earlier struggle 
between Egypt and Assyria, except the conflict was less barbaric. The 
Jews were never sure to whom they would be paying tribute on the mor- 
row. There were no tax rebellions; the wisdom of the prophets finally 
prevailed, along with common sense. For Ptolemy's great library at Al- 
exandria, the Jews prepared a Greek translation of their Scriptures that 
has survived to this day. To show appreciation for this sacred gift, Ptol- 
emy freed all Jewish slaves in Egypt and paid for their freedom out of 
his treasury. 
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Jewish loyalties, however, were inclined towards the Seleucid dy- 
nasty, whose kings bore the name Antiochus. When Antiochus the 
Great was at war with Ptolemy IV (father of the author of the Rosetta 
Stone), Jewish troops came to the aid of Antiochus and helped defeat 
the Egyptians. As areward, Antiochus granted the Jews immunity from 
tax for three years. Harvest taxes were cancelled for an additional seven 
years, and at the end of this moratorium, the rates of all taxation would 
be reduced by one-third. It paid to be on the side of the victor in the 
ancient world. Just as Third World countries played the USSR and the 
United States against each other for favors, so the smaller nations of the 
ancient world offered aid to big colonial powers in return for tax favors. 

Ünfortunately, this remarkable moment of tax freedom did not last. 
With tax immunity, Judah was of no value to Antiochus. When his 
beautiful daughter Cleopatra married Ptolemy following a peace treaty, 
Antiochus gave Judah to Ptolemy as a wedding present. As a result of 
this clever maneuver, the Jews lost their tax immunity. Ptolemy was 
free to write his own bill for his newly acguired territory. For the Jews 
this was a sad moment. The anticipated freedom and reduction of heavy 
tribute which had bound them for five hundred years was a fleeting illu- 
sion—the Jews were now back in the fold of the oppressed. 

This shrewd maneuver should have caused war, especialIy since the 
Jewish ruler, a senile old high priest named Onias, flatly refused to pay 
Ptolemy anything. Ptolemy sent an ambassador to Jerusalem to make 
sure the Jews had not lost their minds. In no uncertain terms the ambas- 
sador informed the Jews that Egyptian troops would occupy Judah and 
collect tribute by force if payment was not made at once. 

Catastrophe was averted when the high priest's nephew, named Jo- 
seph, went to Egypt to meet with Ptolemy and the ambassador and per- 
suaded the Feyptians to be patient: “Forgive him, on account of his age; 
for thou canst not certainly be unacguainted with this: that old men and 
ınfants have their minds exactly alike.”! 

Joseph knew he could not collect tribute without his uncle's support. 
His strategy was to calm Ptolemy's anger, buy time, and devise a plan 
to pay the Feyptians. Rebellion, though justified, was never considered. 

Joseph planned to obtain control of Ptolemy's lucrative tax-farming 
operations throughout Syria and Palestine. If successful, Jewish taxes 
could be paid out of the profits. Each year tax-farming rights were sold 
at auction in the king's court: 


Now it happened that at this time all the principal men and rulers went up 
out of the cities of Syria and Phoenicia to bid for taxes; for every year the 
king sold them to the men of the greatest power in every city.? 
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Ünfortunately for Joseph, all bids had to be accompanied by sureties 
guarantecing the full collection of the tax. Since taxes were in the tens 
of millions of dollars by our standards, the bidding was limited to the 
super-rich. Joseph could not possibly tender an acceptable bid. 

When the bidding for the tax-farming rights for Syria and Palestine 
stopped at eight thousand talents (232 tons of silver!), Joseph came 
forth and announced to Ptolemy that all the bidders were in collusion, 
that eight thousand talents was too low, and that he would bid sixteen 
thousand talents. The king knew of the collusion, which was standard 
operating procedure for Greek tax-farmers, and he awarded the contract 
to Joseph without sureties. To help Joseph, Ptolemy provided two thou- 
sand of his best troops. 

Joseph's problems were not over. The powerful tax-farmers conspired 
to frustrate his tax collection efforts, and without sureties, Ptolemy 
would end up with nothing. When Joseph arrived at the first Syrian city, 
payment was refused. With two thousand Egyptian troops at his com- 
mand, Joseph seized the twenty richest citizens, executed them, and sent 
all their wealth to Ptolemy with a full report. Ptolemy was delighted. 

Joseph's reputation spread guickiy. As soon as he arrived at the next 
Syrlan city the people “opened their gates, willingiy admitted Joseph, 
and paid their taxes.” By the time he had made the rounds of all the 
cities of Syrla, Samaria and Phoenicia, he had enough wealth to pay 
Ptolemy his full sixteen thousand talents plus an enormous profit to 
boot. Like his namesake in Genesis, this Joseph also found great favor 
with an Egyptian king. 

For the first time in over five hundred years the Jewish people pros- 
pered. In the words of one ancient historian: “He (Joseph| gathered 
great wealth together and made vast gains by this farming of taxes.... 
He brought the Jews out of a state of poverty and meanness to one that 
was splendid.”3 

A generation later the Hanukkah story finally unfolds. The Greeks 
recaptured Judah from Ptolemy and the Jews were once again paying 
taxes to Antiochus. Within the Jewish community a bitter struggle de- 
veloped by rival factions for the position of high priest, which con- 
trolled vast amounts of gold hidden in the temple acguired since Joseph 
became chief tax-farmer for Ptolemy. 

One Jewish contender tried to gain favor from the Greeks by intro- 
ducing Greek culture in Jerusalem. Pagan idols appeared and a Greek 
gymnasium was erected where young Jewish boys and girls ran around 
naked in sports contests. This shocked the pious Jews. Finally, Anti- 
ochus moved against the temple and tried to seize the gold in its holy 
chambers. For the sguabbling Jews this was too much. They united 
around a young militant family called “Maccabee.” A holy war fol- 
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lowed. Under the leadership of the Maccabees, the Greeks were ex- 
pelled from the Kingdom of Judah. To commemorate this great victory, 
the Maccabees cleansed the temple and lit the oil in the eternal flame in 
the temple. There was enough oil in the lamp for one day, yet the lamp 
burned for eight days until more oil could be obtained. This was taken 
as a sign of God's approval and acceptance of the cleansing of the tem- 
ple. To celebrate this miracle, the Jewish people at Christmastime take 
a candelabrum with eight holders and place a candle in each holder for 
eight days until all the candle holders are filled and lit. 

After the Jews repelled Greek counterattacks to recover Judah, a 
peace treaty was negotlated. We have two letters from the Greek king 
to Jonathan Maccabee (Judas's younger brother), who negotiated the 
final peace treaty. Nothing is said in these negotiations about religious 
practices. The central issue was taxation. In his letter to Jonathan, the 
Greek king offered a complete remission of land and harvest taxes, 
which he referred to with these words: “Which the king received of 
them (the Jews| aforetime from the produce of the earth and the fruit of 
the trees.” 

The “produce of the earth and fruit of the trees” would be the annual 
33 percent tax on sown crops and 50 percent tax on orchards and vine- 
yards. For the Jews, the fruit of victory was sweet indeed. 

The success of the Maccabean revolt may have been a mixed bless- 
ing. Cleansing the temple of idolatry was a good thing, but the defeat 
of the Seleucid empire gave the Jews a false sense of power which they 
have carried with them over the centuries. The Maccabees re-enacted 
the epic of David and Goliath on a national level and gave support for 
the fantasy that the Jews could always slay giants with simple weapons 
and a pure heart. Antiochus was no giant. He had been a lazy tax collec- 
tor. His armies were mercenary and they were disintegrating from de- 
sertions for lack of pay. The bulk of his armies during the fight with 
the Maccabees had been dispatched to Persia to collect delinguent taxes 
needed to finance the war. Jewish historlans overlook this critical fact. 

The victory of little David over Goliath has lived long in Jewish folk- 
lore. Unfortunately, the David and Goliath story seldom, if ever, hap- 
pened in reality. The superpowers of antiguity routinely battled and 
crushed the defiant Israelis. 

The final and tragic chapter of the history of the ancient Jewish state 
is the story of a real Goliath slaying a defiant David. This time the He- 
brews did not bounce back, as they had so often in the past. They be- 
came a scattered people without a homeland for the next nineteen hun- 
dred years. The story lacks heroes; the Jewish state and its leaders had 
degenerated into a society of fools. 

The Romans arrived in Palestine in 64 B.c. not so much to conguer, 
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but to establish treaties of friendship and mutual assistance with the 
cities and nations in that region. The Roman general Pompey had just 
put down the Second Mithridates tax revolt (see Chapter 9) which in- 
volved what is today Greece and Turkey. He then moved his legions 
into this region as a show of force to pacify it for Rome. The leaders of 
the various cities and countries were “invited” to meet with Pompey at 
Damascus, which meant that they had better show up with an abun- 
dance of gifts, preferably in the form of gold. 

There were two brothers contending for the leadership of the Hebrew 
nation, which at this time was independent and had even gathered in a 
few small tribute territories of its own. They had a sizeable army and 
there 1s no reason why they could not have worked out a very satisfac- 
tory arrangement with the Romans, who needed to have a friendly state 
in Judah while they turned their attention to the riches of Egypt and 
Persia. 

The two brothers came to Pompey and each claimed the right to rule 
Judah. It was obvious to Pompey that the nation was on the brink of 
civil war; he advised the brothers to avoid war, and that he would return 
and settle their differences. In the meantime, he had more pressing busi- 
ness with the Arab kingdom of the Nabateans, who controlled the trade 
routes to the cast and instituted heavy taxes on all commerce. Pompey 
didn't get very far before he got wind of a revolt by one of the brothers 
who had gathered together a sizeable army and retired behind the walis 
of Jerusalem—challenging the Roman general. Pompey was furious. He 
cancelled his military operations to the east and returned to lay siege to 
Jerusalem to put down the Hebrew upstart. The walls around the city 
were eventualiy breached, his legions entered the city, and Pompey 
went to see what was in the temple, but left everything untouched, even 
the gold on deposit. As punishment the Hebrews were made into a trib- 
ute territory, which was renamed Judea. Their small colonial empire 
was taken away as they were reduced to the status of a conguered prov- 
ince with a Roman ruler to oversee their affairs and tribute payments. 
What followed illustrates the tragedies that beset peoples when they 
have bad leadership. This foolish defiance had catastrophic effects on 
the Jewish state. With astute statesmanship they could have been allies 
with the Romans, kept their small empire, and been tax free. But what 
might have been has no standing in history. 

The Romans put an Arabian in charge of Hebrew affairs who had 
more sense than the previous Jewish leaders. He cooperated with the 
Romans and went to great lengths to assist Julius Caesar who took 
charge of Roman affairs after Pompey. Caesar made this man a Roman 
citizen and granted him tax immunity for life. For the Hebrew nation, 
Caesar greatly reduced their tribute burdens and permitted them to re- 
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build the walls around Jerusalem which Pompey had destroyed. This 
may not have been a good thing, for it set the stage for the final Jewish 
revolt that destroyed the nation. 

The Jews were not happy with their new leader, especialIy his son, 
Herod. Tax gifts to the Romans from the Hebrews were sent as gifts 
from Herod's family. To make matters worse, Herod murdered a num- 
ber of Hebrews, which resulted in a murder trial against Herod by the 
supreme Hebrew judiciary, the Sanhedrin. He was acguitted out of fear, 
which only encouraged his murderous ways. This was the King Herod 
who ordered the slaughter of all male infants in Bethlehem shortly after 
the birth of Jesus. There is historical support for this story independent 
of the Bible. Herod was paranoid and had his special sguads of assassins 
murder all the members of the Sanhedrin that had tried him. He even 
murdered his wife and three of his sons, so suspicious was he of any 
possible threat to his throne. Called “The Great,” he diedin A.p. 4. 

The Romans continued to support the Herodian dynasty over Judea. 
Along with this local kingship, the Romans sent in procurators to over- 
see the province, keep the tribute flowing, and check any possible rebel- 
liousness that might arise. When Jesus was asked, “Is it lawful to pay 
tribute to Caesar?” this was a loaded guestion, for a negative response 
would have been treasonous, punishable by death. 

Judea was a hard outpost to oversee; conseguently, the dregs among 
Roman procurators were appointed to that region. Roman procurators 
were a kind of district director of Roman revenue with broad imperial 
powers. They were supposed to promote peace by respecting local cus- 
toms and religious practices. Tax collections were local, but corrupt ad- 
ministrators could encourage excessive taxation and share in the spoils. 
Cicero, in one of his great phrases, refers to one of the most corrupt 
tax administrations as “that great gulf and guicksand of every vice and 
iniguity.” 

After Julius Caesar lightened the tax burdens the Romans had placed 
on the Jews, Judea had the misfortune to be continually abused. On the 
eve of the great Jewish rebellion in a.p. 66, Jewish taxpayers had been 
on a general strike for a number of years, and the Roman procurator, 
Florus, was on the verge of taking military action. Herod Agrippa, who 
ruled over Judea as king by Roman appointment, urged the Hebrews to 
pay their tax delinguencies and avert Roman punishments: 


Granted that the Roman ministers are intolerably harsh, it does not follow 
that all Romans are unjust to you, and surely not Caesar. How absurd it 
would be because of one man to make war on a whole people, for trifling 
grievances to take arms against so mighty a power.” 
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The speech worked. The Jews came forward and paid their tax delin- 
guencies. Florus, however, did not really want this. Rebellion would 
give him the opportunity to seize the gold in the temple at Jerusalem, 
which was one of the richest depositories in the Roman world. For cen- 
turles, Jews from all over the world paid an annual tax to their great 
temple. The temple had become a kind of world bank for all Jews. The 
security of the Jews in this world, as well as the world to come, was 
residing in the temple. If Florus could provoke a rebellion, he could 
seize the temple gold and return home with riches to match the greatest 
in Rome. Otherwise, he was least among Roman provincial rulers. 

During the Passover celebration, Florus seized the sacred robes of the 
High Priest and mocked the religious ceremony, which provoked a riot. 
As compensation, Florus demanded about a half ton of gold from the 
temple. This united the divided Jews behind the militant Zealots, who 
attacked the Romans and drove them out of Judea. The emperor found 
it necessary to assemble a number of his best legions, led by his best 
generals, Titus and Vespasian. Not since the tax revolts of Mithridates 
two centuries before had the Roman Empire seen such an uprising. 

Slowly the Roman legions subdued the towns and cities in Judea to 
recapture the lost territory. When Titus arrived at Jerusalem, with its 
fortifiled walls, he tried to make peace with the Zealots to prevent the 
inevitable carnage. Titus was in love with a Jewish princess of great 
beauty. She pleaded with him to try and spare her beloved city and its 
stubbom inhabitants. To please her, Titus offered to call off the siege 
on two conditions: the Jews would have to recognize Roman hegemony 
over Judea (which was already an accomyplished fact), and pay their 
Roman taxes regularly. Looking back, the survivors must have wished 
they had accepted Titus's offer, which, because of the princess, was 
surely an offer they shouldn't have refused. Taxes were the primary 
point of contention, as they had been throughout Roman rule; it was 
perhaps inevitable that the end for ancient Israel would come about this 
way, as the Jews had been the greatest of tax rebels for well over a 
thousand years. 

The fall of Jerusalem to the Romans was in many ways a reenactment 
of what had happened seven hundred years before, when Nebuchadnez- 
zar breached the walls and took the inhabitants into captivity, or even 
earlier when the Assyrians did the same to Samara. In all these sieges, 
the deciding factor was the lack of food and the weakening of the de- 
fenders by starvation. Jewish historians like to praise the fighting spirit 
of these defenders and point out that they “almost won.” Almost win- 
ning a battle or a war means you lost. 

The Zealots turned down Titus's benevolent offer. They were con- 
vinced they could win, that God would come to their aid as he had done 
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The menorah, the seven-branched candelabrum of Jewish worship, 1s one of the spoils of 
war as triumphant Romans parade through Rome following the destruction of Jerusalem. 


in the past (t(hough not always). Like the fools that they were, they suf- 
fered total disaster. 

Titus returned home in triumph and a great arch can be seen today in 
Rome which commemorates his great victory. His Jewish princess was 
at his side as he entered Rome. 

The remaining Zealots were not finished. They fled to Masada, a nat- 
ural fortress on a flat hilltop near the Dead Sea. From that fortress they 
carrl€d out guerrilla attacks on Roman tax-collecting operations. For the 
Romans this could not be tolerated, so once again they sent in one of 
their best generals to take Masada. For two years the Romans laid siege 
and had to construct a huge carthen ramp to the top of the natural for- 
tress, which can be seen today. When they finally entered, the inhabi- 
tants had all committed suicide. Thus ended the last pocket of Jewish 
resistance in a War that brought an end to the Jewish state in Palestine 
for two thousand years. 
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The angry Romans forbade the Jews to rebuild the city of Jerusalem. 
Most of the lands of the Hebrews were given to Roman soldiers, which 
turned the Jewish farmers into sharecroppers. Others who kept their 
lands carried heavy mortgage payments and were not much better off. 

Along with the loss of their lands and cities, the Jews were strapped 
with anew tax, the /iscus judaicus, which applied to all Jews throughout 
the Roman Empire. Previously, as mentioned, all male Jews paid a half- 
shekel annualiy to the temple; now all Jews—men, women, and chil- 
dren—paid two drachmas to the Roman temple for the worship of the 
god Jupiter. This tax was four times as high as the half-shekel tax, and 
considering the broadened tax base which included women and chil- 
dren, it was oppressive. İt set the stage for the next two tax revolts car- 
ried out by the succeeding generations. As burdensome as the tax was, 
it was an outrage to the Jews, who were now forced to finance idolatry. 
It was only a matter of time before the Jews would rise up again to free 
themselves from this yoke. 

From the Roman position it was a bad tax. The rebellions that fol- 
lowed put a serious drain on Roman expansion and their reputation for 
invincibility. They won once again, but took a terrible beating. There 
were no trlumphant marches into Rome. Military expansion and cam- 
paigns into Persia had to be cancelled, and they never were revived. 
From then on, the Empire expanded no more and started to contract. 

The Jewish uprisings in a.p. 115-117 were world-wide and were far 
more devastating to the Romans than the revolt in Jerusalem crushed by 
Titus. No sooner had these rebellions been put down, than the Jews re- 
volted again in A.p. 132-135. In the end, the Jews were forbidden to 
ever set foot in Jerusalem, and their ranks were infiltrated with spies. 
The Babylonian Talmud tell the story of three rabbis talking in the pres- 
ence of a Roman spy during the A.p. 132 uprisings. The first rabbi 
praised the Romans for providing bridges and beautiful cities; the sec- 
ond rabbi was silent, but the third rabbi said all these things were done 
to collect Roman taxes. The Romans responded by exalting the first 
rabbi, banishing the second, and ordering the death penalty for the 
third.9 

Four times the Jews challenged the Romans over a two-hundred-year 
period. Fach time they lost, not only in battle, but in their freedoms. 
Each time taxes got worse, and liberties all but disappeared. In the end, 
the David-Goliath folk story finally was put to rest. In the eighteen hun- 
dred years that followed the last Jewish uprising, the Jews accepted their 
burdens, their expulsions, degradations, and politically subservient role 
wherever they resided. They finally complied with the teachings of the 
early prophets. 

The history of the ancient Israelites, from the time of the terror-tax 
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kings in the eighth century B.c. to the destruction and dispersion of the 
Jewish people by the Romans, was highlighted by a recurring pattem of 
conflict within the state that has reappeared today. There was a war 
party and a peace party, each seeking to have its way in international 
affairs. The war party was clearly responsible for the terrible destruction 
brought about by resisting the yoke of Assyrian, Babylonian, and 
Roman taxation, but they have to their credit the freedom and prosperity 
that followed the military successes of the Maccabean rebellion. When 
to resist oppression and when to seek peace was the challenge of that 
age—but is it not also a challenge that has continually faced nations 
and peoples at all times, in all ages? 


5 


China: The Mandate of Heaven 


China has more than three thousand years of written history, as well 
as its legendary history. It is surely one of the oldest civilizations on 
earth. And for most of its history, China has been governed by authori- 
tarlan emperors. Under that form of government, there was a continual 
ebb and flow of taxation policies. 

Chinese tax wisdom goes back to Confucius (500 B.c.) (#LT). He set 
forth a philosophy of taxation that lasted over two thousand years. No 
doubt it was the tax abuse that had existed for a few centuries of re- 
corded Chinese history that caused this great sage to reflect on the evils 
heavy taxation had caused. He developed principles of tax Justice that 
would deny emperors a free handın tax policy. But there was no force 
to compel compliance by the emperors other than the threat of rebellion. 

There was an understanding between the people of China and their 
philosophers that there was to be an idealistic pattern of governing and 
taxing. The emperors had a kind of divine right, dependent on the Man- 
date of Heaven. Confucianism set forth tax guidelines for all rulers to 
follow, which would maintain this Mandate to rule. If an emperor 
abused his power and departed from these Confuclan ideals, he was not 
only harshily criticized by China's sages, but the Mandate was with- 
drawn, and his heavy-handed governing would result in rebelllon—the 
people would stand up and fight and topple his government. Revolution 
is shown in the Chinese character as Ef, which meant literally, “The 
Change in the Heavenly Orders.” Since the Chinese emperor was “The 
Son of Heaven” X7?, he was like the pharaoh of Egypt, bound by the 
laws of heaven, but unlike the pharaoh and Western emperors, he would 
lose his mandate and heaven would decree his demise if he ruled op- 


The author is indebted to Takeshi Nishizaki, a Japanese scholar from Yoko- 
hama, Japan, for his reasarch that made the Chinese tax history in this book 
possible. 
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Confucius, the Chinese sage who set forth the ideal of a just tax system, setting tax rates 
at 10 percent. 


pressively, which usually meant abusive taxation, departing from the 
Confucian ideal. By overthrowing the emperor the rebels were carrying 
out the will of Heaven. 

Confucianism set forth the ideal tax system, which was set at 10 per- 
cent, the same as the biblical tithe and the Roman decuma. A ruler 
should never yield to the temptation to depart from this criterla of tax 
policy. Even when the dreaded Genghis Khan pillaged Russia he only 
demanded a 10 percent tax in keeping with the Confucian ideal. Of 
course it was 10 percent of everything, including people. 

Mencius (Meng-tse, ca. 372—289 B.c.) (& Ff) was known as the Sec- 
ond Sage, after Confucius. His book, The Sayings of Mencius, became 
a classic, and scholars were reguired to memorize it completely. It has 
many tax stories in it, which explains why the tax philosophy of Confu- 
cius was So dominant in the political systems of the emperors for over 
two thousand years. Here is one story from Mencius's book: 
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Mencius, successor to Confucius. The second sage who further developed the Confucian 
10 percent rule into the Weli-Field System. 


King Hsiian of Ch'i put this guestion to Mencius: 

“Can you explain to me what you mean by the rule of a real king?” 
Said Mencius, “Of old when King Wen was keeping peace of Ch'i, farm- 
ers paid one ninth of their produce intaxes.. . at the gateways in the 
markets there was inspection but no taxation; there were no prohibitions 
relative to fishing in the ponds.... King Wen always made certain to care 
for the four classes (the widows, the elderiy, the widowers, and or- 
phans).”! 


In another of his teachings, his students asked about what the highest 
caliber of rulers should do about taxes, what a real king should do about 
taxes. Said Mencius: 


1) As for business, tax the locale, but not the gross. (In other words net 
income, not gross production.) 

2) If already subjectto a landtax, do not tax production, then all the 
merchants of the world will be pleased to have stocks in your markets. 

3) If at the ports there is inspection but no taxation, all travelers in the 
world will be so pleased that they will want to travel in your country. 
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Weli-Field Tax System of nine parcels, with the center parcel for tax. Parcels one to eight 
were for separate farm families, often farming cooperatively. 


4) İnthe case of farm workers, if you do not tax them, all the farm workers 
in the world will be pleased to work your fields. 

5) If workers” dwellings are not subject to a head tax, everybody in the 
world will be pleased enough to become your subject.? 


The benefit of the above tax policy would bring peace at home and 
you would have no adversary in the whole wide world. Such a ruler 
would be Heaven's Officer, and never fail to be a real king. 

Mencius wrote for the Chinese the doctrine of the sacred right of in- 
surrection against bad government, as Thomas Jefferson did for the 
United States. Mencius regarded all government as coming from 
Heaven, which meant that all rulers were responsible to God and the 
people. The aim of government was to promote the happiness and weli- 
being of the people. A heavy tax would not do that. And any ruler that 
left his subjects in misery deserved to be deposed. People were the most 
important element of a nation; after them came government workers, 
and finally, last of all, came the emperor. 

Mencius refined the Confucian ideal of taxation by inventing the 
Well-Field System #£HH£ (Ching-tien-fa). According to Mencius the 
economic ideal of kingiy government lies in the egual distribution of 
land, with approximately 10 percent set aside for the government. Ac- 
cording to his system each sguare of /i is about nine hundred acres (1.4 
miles sguare). Fach Ji is cut into nine pieces, with each individual farm 
containing about one hundred acres of land. The central sguare is 
known as “public land” for the state while the eight surrounding 
sguares are for eight families. The farmers cultivate the public land co- 
operatively for the government. This is their tax.” 

Later, when there were private owners of large parcels of land, coop- 
erative farms like the Weli-Field System were inappropriate. There then 
developed the Egual-Field System 3. Under this system the govern- 
ment lent the lands to a single farmer, or there was private ownership. 
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In either case the single farmer or owner paid a 10 percent tax on the 
crop itself, 

Of course, as in Western history, some emperors would not follow 
the heavenly scheme of tax rates. The zeal for big government and big 
spending infected many Chinese rulers. But they were bucking the wis- 
dom of the great sages, who, not unlike the prophets of Israel, would 
often see their wisdom cast aside. 

Mencius's teachings were often ignored. Emperor Shih Huang-ti, 
who established the first unified rule over all of China (Ch'in Dynasty, 
221-207 B.c.), was a major builder of the Great Wall. To undertake such 
a monumental building project he increased taxes from 10 percent to 
over 50 percent and, worst of all, drafted workers for his Wall in the 
tens of thousands (a tax on labor). A revolt soon followed and he lost 
the Mandate of Heaven. Within ten years he was deposed. 

Legend handed down from this period recounts how the wife of a 
farmer, who had been drafted to work on the Great Wall, went to visit 
him at the work site, only to find that he had been sacrificed and then 
buried in the foundation of the half-finished wall. As the wife cried sor- 
rowfuliy, the wall crumbled and her husband's body appeared. After 
mouming her dead husband, she killed herself by jumping into a nearby 
sea. 

After the disastrous rule of the First Emperor, a wise and loved em- 
peror, Ching Ti #ö# (157-144 B.c.), ruled as a proponent of laissez- 
faire. This was approprlately called “Governing by Doing-Nothing.” 
He achieved prosperity for his imperial rule by this non-intervention 
policy and low taxes. His taxes were so low in fact that they departed 
from the 10 percent Confucian rate and were reduced to about 3 percent. 
(Today's Libertarians would find Ching Ti to be their man, and the sup- 
ply-siders would be even more ecstatic.) His granaries were so full be- 
cause of the low tax rate that his main problem was spoilage. 

In the ebb and flow of prosperity and poverty, of high taxes and low 
taxes in Chinese tax history, it was predictable that China's “Doing- 
Nothing” emperor would be followed by one of the worst tax tyrants in 
China's long list of bad emperors. Wu Ti ruled for over forty years from 
141t087 B.c. The empire became burdened with a spend-thrift emperor 
whose appetites had no limits. He matched many greedy Western mon- 
archs like Henry VT! or even the biblical Solomon. He spent tax mon- 
eys for luxurious palaces and harems for his hundreds of concubines 
and wives. He spent money for large construction projects and massive 
gardens, whatever suited his fancy. Soon his treasury was empty, so he 
did what every rapacious ruler has to do—he increased taxes and cre- 
ated new taxes and then found more ways to drain money from the peo- 
ple's pockets. 
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Wu Ti increased taxes on merchants fivefold; on manufacturing 
trades, two-and-a-half times. He introduced taxes on shipping and even 
on hand-carts. When he became aware that tax evasion was rampant, he 
instituted a system of tax spying and informers—as in the Ünited States 
today—with the informer sharing in the tax recovery. When farmers 
evaded, he confiscated their farms. But that wasn't all. He then entered 
the marketplace and monopolized salt, iron, and liguor. He then entered 
the grain market, controlled prices, and thereby purchased cheap and 
sold high. He turned on the nobles and demanded a payment of gold, 
and when any noble couldn't make the full payment, he took away their 
aristocratic status. 

This was a rather dramatic example of a good, low-tax system going 
bad in just one generation, like at so many other times in history, even 
in our age. In the nineteenth century the income tax was set in peace- 
time at around 3 percent; in the twentieth century the rates in just about 
every European country and the United States have risen to well above 
50 percent to as high as 90 percent in peacetime—historically an old 
and common story. 

Today, you could say we are very much ina Wu Ti tax and spending 
era. We may be forced to follow the sacred right of insurrection ex- 
pounded by Mencius and our Jefferson. Have not our leaders lost the 
Mandate of Heaven? Is it tme for a “Change of the Heavenly Order,” 
Chinese style? The phenomenal growth of tax reform groups through- 
out the world, not just in America, would indicate change is long over- 
due in our “Heavenly Order.” 

The Wu Ti story does have a happy ending. Revolution, though war- 
ranted, didn't happen. In his later years Wu Ti repented of his taxation 
and spending sins. He set a new course for low taxes and low spending, 
and his successors responded by returning to the time-honored Weli- 
Field System of Mencius, and the Egual-Field System, both focusing 
on 10 percent taxation and no more. Chinese historians call this the 
golden age of private ownership. Tax rates were once again reduced to 
the 3 percent rate and a period of peace and prosperity prevailed... at 
least for a season. 

The Confucian tax ideal of 10 percent was deeply ingrained in the 
religious teachings of China right up to the modern period and there 
were long periods of prosperity and good emperors who adhered to the 
Confucian rule of low taxes. Even the second great religion of China, 
Taoism, was embued with the spirit and philosophy of the Confucian 
lÖ-percent-and-no-more tax rule. From one ancient Taoist text we learn 
of the story of an enlightened sage giving tax advice to a ruler frustrated 
with inadeguate tax revenues: 
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A king was having a discussion with a spiritually developed one and asked, 
“What should I do when my government does not have enough money to 
do all the important things?” 

The developed one replied, “Use the ancient time-honored tax method 
of taking a tenth from the people's production,” was the answer. 

“Taking two-tenths is still not enough, not to mention one,” said the 
king. 

“Decrease the tax, attract people to till the land and invest in your coun- 
try. This means: increase the revenue by decreasing it. When all people 
have enough, the government has enough. When people do not have 
enough, how can the government have enough? Too much tax is self-rob- 
bery in that it does not nurture the strength of people to pay the tax.”* 


And Lao Tsu, the revered founder of Taoism, wrote over 2,500 years 
ago: 


The more one governs, the less one achieves the desired result... . The 
more restrictions and prohibitions there are in the world, the poorer the 
people will be.... The more laws are promulgated, the more thieves and 
bandits there will be.” 


When taxes are too high, people go hungry; 
When the government is too intrusive, people lose their spirit. 
Act for the people's benefit. Trust them, leave them alone.“ 


Goveming a large country is like frying a small fish; you spoil it with too 
much poking.' 


Let us leave China for a contemporary tax story in ancient Greece, 
and see if the wisdom of the Greeks in #heir golden age measured up to 
the great sages and rulers in China's ancient days. 
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The Ingenious Greek: Tyranny 
and Taxes 


You will give the tribute, or I will thunder against your city and destroy it. 
—Aristophanes concerning Athenian tribute, Wasps 671 


By the sixth century B.c. the Persians under Cyrus ruled the entire 
civilized world, including Egypt. The Greek mainland was the only area 
not subject to Persian taxes. Around 490 B.c. the Persian king Darius 
sent envoys to the Greek city-states demanding that they submit to Per- 
sian tribute. The city-states were all independent and ripe for takeover 
by the powerful Persians, who could see no reason why Greek riches 
should not be flowing to Darius along with everyone else's. 

The Greeks refused, and the two leading Greek cities, Athens and 
Sparta, formed defense leagues with the smaller city-states. The Athe- 
nian league assessed taxes which were paid into a common treasury, 
and their armies had common commanders, NATO-style. With this 
united front, the Greeks defeated the Persians at Marathon. The battle 
of Marathon was the most important military event in history. Greek 
culture took control of civilization and has played a dominant role ever 
since. We stll copy Greece's architecture and art, produce her plays, 
study her philosophy, revere her love of liberty and democracy, and ad- 
mire her science. There is hardiy a scientific idea, political theory, or 
artistic achievement that is not traceable to a brilliant Greek philoso- 
pher, mathematician, or artist. 

It seems strange to have made such a big fuss over the five hundredth 
birthday of Copernicus. He came eighteen hundred years too late. In the 
third century B.c. a Greek astronomer discovered that the sun was the 
center of our solar system, and one of his contemporarles, Eratosthenes, 
went so far as to measure the circumference of the earth to within a few 
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hundred miles. Columbus, on the other hand, miscalculated the circum- 
ference of the earth by ten thousand miles. When he landed in the Baha- 
mas in 1492 he thought he was near Japan. 

The intellectual achievements of the Greeks were the real wonders of 
the ancient world. They had an uncanny ability to make brilliantly accu- 
rate judgments about the universe with a limited amount of factual data. 
This exceptional capacity for insight was the Greeks?” most pronounced 
genius. 

The Greeks applied their intellect to politics and economics. They 
invented democracy and established a highly developed system of capi- 
talism. Our ideals and love of liberty are a gift from the Greeks. Before 
the Greeks came along, all civilization was achieved by despotic gov- 
ernments—civilization and liberty were incompatible. In the recent 
struggle between Fast and West, the single most significant difference 
between the two systems was that the communist system had developed 
an advanced form of civilized life through the instrumentality of a mas- 
sive totalitarian bureaucracy. The governments of Westem nations exer- 
cise less control over their citizens, and as a result many personal liber- 
ties are preserved for the people. The Greeks” greatest talent may have 
been their ability to build a civilized society without a loss of liberty. 

Greek democracy and liberty developed out of some bad experiences. 
Immediately before the rise of ancient Greek democracy, tyrants and 
Draconians ruled Greece. The Greeks taught the world about the evils 
of too much political power, but we have not learned very well. Draco- 
nians and tyrants still plague civilization and lurk in the hallways of all 
governmenis, waiting for a chance to rule. 

A iyrant exercises government power oppressively. Whenever exces- 
sive power 1s bestowed on a government agency or official, tyranny will 
follow. The arsenal of power given to our modern tax bureaus makes 
them a seedbed for tyrants. Today we inflict savage punishment on tax 
offenders, often putting them in the same category as vicious criminals. 
Yet the great sages of our civilizatton— Adam Smith, Montesguieu, and 
William Blackstone—all condemned making tax offenses into crimes, 
blaming government for excessive taxation, which inevitabiy leads to 
rebellion, flight, and fraud. 

The Greeks fathered the study of history. Greek historlians travelled, 
interviewed witnesses, gathered facts, and wrote the first histories free 
from folklore. Greek historians did more than present facts, however. 
They believed history was one of man's most important tools for sur- 
vival. There were lessons to learn from history, which repeats itself be- 
cause men behave in a predictable pattern under similar circum- 
stances—politicians with too much power will become tyrants 
regardless of their good intentions. 
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Greek historlans compared Oriental despotisms with Greek democ- 
racy. Why were the Greeks a free people while the Persians lived under 
despotic rule? The Greeks concluded that private property was a factor. 
The Athenian people respected property because they respected lib- 
erty,”! observed Gustave Glotz, professor of history, University of 
Paris. The perceptive Greek mind concluded that tyranny was the prod- 
uct of the tax system. If liberty were to be preserved, the tax systems of 
the tyrants should be avoided at all costs. To the ancient Athenian, the 
tax system was the barometer of the liberty of any society.? 

To the Greeks, the badge of liberty was indirect taxation. The individ- 
ual was not taxed directiy; what was taxed were some commercial activ- 
ity such as a sale, import, or use of a public facility such as a road, a 
bridge, a sealane, or a harbor. The taxes were jJustified because the 
money was needed to cover the costs of maintaining these facilities. A 2 
percent harbor tax was Justifled because the harbors and sea lanes were 
patrolled by Greek warships to keep merchants safe from pirates. One 
sea lane which was infested with pirates and difficult to patrol carried a 
tax rate of 10 percent. There were also taxes on auctions, slaves, and 
real estate sales. Lodging at inns was taxed. Most taxes fell on foreign- 
ers who flocked to do business in Athens. 

Tax evaders were taxed at ten times the amount of the evaded tax. 
Foreigners faced the additional penalty of confiscatlon. Informers were 
encouraged for enforcement and they received a reward of 50 percent 
of the penalty. Fees were also charged for the use of Athenian courts of 
Justice. Foreigners and citizens were treated egualiy before the law. 

Money also played a key role in making Athens the commercial capi- 
tal of the world. The drachma was the most respected currency in the 
world. Its silver content was pure. The Greeks guarded its value and 
purity like the Swiss guard their franc today. In short, good laws pro- 
tecting property, sound money, safe sea lanes, and low taxes were the 
foundation of Greek prosperity and liberty. 

A number of Greek city-states were ruled by tyrants who were dicta- 
tors. To the Greek democrat, the tyrant was ipso facto bad. Evenifa 
tyrant were a good ruler his assassination was a virtuous act. Tyranni- 
cide was always justifiable.? What offended the Greek democrat the 
most was the tax system of the tyrants. To him, direct taxation and tyr- 
anny were one. 

The tyrants resorted to hard policing methods to exact direct taxation. 
Confiscations, imprisonment, and all kinds of trickery were used. Com- 
menting on these ancient tyrants, one historlan has made this observa- 
tlon, which seems to describe many modern political practices: 


All these forms of direct taxation rendered the tyrants short-İived, although 
they attempted to keep their subjects in good humor by the splendor of 
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their courts, by gigantic building operations, and occasional gifts to the 
masses.? 


The tyrants should not be thought of merely as ugly dictators. Some 
were, Of course, but a number of them were shrewd politicians, such as 
Pisistratus of Athens, who ruled before democracy took over (550 B.c.). 
Pisistratus proclaimed to the people that he was a democrat and bene- 
factor of the poor. He advocated civil eguality and a democratic consti- 
tutlon, and became popular with the people. He then seized power and 
became a tyrant of Athens in the Greek sense, but he used his power 
with prudence. He built libraries and splendid public buildings. Like all 
tyrants, he collected a 10 percent income tax, but even then he devel- 
oped a good press. 

Aristotle, who lived two centuries later, tells a tax story about Pisis- 
tratus that must have captured the admiratlon of the Athenian people. 
Pisistratus travelled around the countryside in disguise to find out what 
his subjects were really thinking. On one occasion he approached a 
farmer who was struggling to plant crops on rocky ground. When the 
disguised Pisistratus asked the farmer what he expected to get from his 
farm the farmer replied: “Aches and pains and that's what Pisistratus 
ought to get his tenth of.” Pisistratus was so pleased with his frankness 
and hard work that he decreed that this farm should pay no further taxes 
and be known as “Tax-free Farm.” Pisistratus was deposed twice, but 
both times he returned with the support of a large segment of the society 
because of his benevolent policies. His enemies called him a dangerous 
man and a hypocrite. He preached democracy, but practiced tyranny—a 
not uncommon trait for political leaders in every day and age. 

The direct taxes despised by the Greek democrats included poll taxes 
as well as the 10 percent harvest tax from tribute-paying vassal city- 
states. There were also direct taxes on certain despised professions such 
as prostitutlon, soothsaying, and medicine. The 10 percent harvest tax 
was probabiy an approximation of an ordinary harvest, because the 
guality and size of the land was carefully considered. If the harvest tax 
was a strict percentage based on an actual accounting of crop, then land 
size and condition would be immaterial. Plane geometry, as we noted, 
was not invented by Euclid, but rather by ancient tax collectors deter- 
mining land size for harvest taxes. Rivers and floods changed the natu- 
ral boundaries of farm lands into odd shapes which gave birth to geome- 
try, along with land surveying technigues and laws. Many ancient rulers 
were praised for their benevolence in not increasing harvest taxes dur- 
ing good harvests. This suggests a fixed tax rather than a tax determined 
by the actual production. Furthermore, evasion would run rampant un- 
less the state had tax agents on hand as the crops were gathered. Since 
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most crops were harvested at the same time, government tax aSSessors 
would have to be at every field on the same day during the common 
harvest. This would mean the state would need almost as many tax of- 
ficials as farm owners, which would not have been possible, at least not 
in ancient Greece. 

Even though the Athenians abhorred direct taxation they did not hesi- 
tate to use it against outsiders. There was a large body of foreign mer- 
chants and workers living in Athens. These foreigners, called metics, 
paid a monthiy poll tax, a metoikion. It was one drachma for men anda 
half a drachma for women. A metic was anyone who did not have both 
an Athenian mother and father. A true, tax-exempt Athenian had to have 
both parents born in Athens. With the large body of foreigners living in 
Athens, mixed marriages were inevitable. The Athenian parent would 
naturally want his or her offspring to enjoy Athenian citizenship. Birth 
records were sometimes forged. Athenian citizenship not only meant 
exemption from the poli tax, it also permitted the ownership of land. 
Only citizens could own land, and land was tax-exempt. If a metic was 
found to own land or to have evaded his poll taxes, the land was contis- 
cated and tax penalties levied. The informer received 50 percent of the 
property, as we have noted. The poll tax on metics had humiliating 
overtones. In Greece, any form of direct taxation was humiliating, and 
the poll tax was considered the most degrading of all the forms of direct 
taxation. 

The discrimination and special taxes on foreigners have many mod- 
ern parallels, even the injustices to the half-citizens. In the United 
States, mixed-blood blacks and Indians in the nineteenth century were 
treated the same as fuli-blood blacks and Indians. In World War LI, the 
same was true with Japanese-Americans and Japanese-Canadians. The 
deportation orders on the Pacific Coast applied to anyone with Japanese 
bloodlines. 

No one was exempt from the eisphora, an Athenian wartime emer- 
gency tax, but it always retained its special wartime emergency charac- 
ter, which is unusual. Almost all wartime emergency taxes which are 
productive of revenue continue after the emergency is over. The Greeks 
are among the few people in history to have successfully limited ex- 
traordinary taxes to the emergencies that prompted them. 

The machinery for the operation of this tax was ingenious and de- 
serves some comment. All citizens were divided into one hundred 
groups, egual in number. Each group disciplined itself. They elected a 
president and two vice-presidents. Every citizen then made a declara- 
ton of all his wealth. An assessment was made based on that declara- 
tlon and the oath that went with it. At this point the tax system devel- 
oped a unigue twist. The three officers had to immediately pay the full 
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tax for all the members of the tax group. These officers would then col- 
lect from each member what they had paid on his behalf. Since they 
were collecting to replace what had come out of their pockets you can 
be sure they were diligent and skillful in the process. The system was 
self-administering in every respect. It tended to keep everyone honest, 
and collections were bound to be prompt. There were no tax-farmers or 
government bureaucrats in the whole operation. 

The eisphora was also assessed against the metics and other foreign- 
ers. Since it was a despised direct tax, which was especially offensive 
to the Athenians, it was cancelled when the war was over. If there was 
any booty from the war it was used to repay or refund the eisphora. 

Unlike a regular tax, this extraordinary levy could not be anticipated. 
The following words from a fifth century B.c. Athenian, although a bit 
cynical about life in general, pinpoint the fears of that day about the 
eisphora: 


Any human being who counts on having anything he owns secure for life 
is very much mistaken. For either an extraordinary tax snatches away his 
fortune, or he becomes involved in a law suit andlosesall... or chosen 
to finance a play, he has to wear rags himself after supplying golden cos- 
tumes for the chorus.. . or sailing his ship somewhere he is captured, or 
in walking or sleeping he is murdered...no, nothing is certain.“ 


Tribute was a kind of godfather tax arrangement. It was seldom vol- 
untary. Weaker and smaller cities paid tribute to the larger cities which 
had the muscle to enforce the tax. The weaker city received protection. 
The Athenians did not mind tribute taxes as long as they were on the 
recelving end of the money. Their success at Marathon put them in 
charge of the defense league of almost two hundred city-states, all of 
them paying taxes into a common treasury on the island of Delos— 
hence the name, the Delian League. Not all of these cities joined the 
League voluntarıly. Each city had one vote when the League met in 
assembiy, but Athens controlled the military and financial affairs of the 
League, which meant they ran everything. 

A trusted Athenian general was appointed to oversee the tax system 
of the League. He was called Aristides the Just. All League cities paid 
taxes in accordance with his assessments, which were respected and 
honored. The famous biographer of antiguity, Plutarch, gives this ac- 
count of Aristides” taxes: 


The Greeks paid a certain contribution towards the maintenance of the 
war; and being desirous to be rated city by city in their due proportion, 
they desired Aristides of the Athenians, and gave him command, surveying 
the country and revenue, to assess every one according to their ability and 
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what they were worth... he drew up the list of assessments not only with 
scrupulous integrity and justice, but also in such a way that al! states felt 
they had been justly and fairly taxed.... This levy of Aristides wasa 
golden age for the allies of Athens.” 


This is a remarkable account, not just because Aristides was a great 
and Just tax man, but because he assessed taxes to everyone's satisfac- 
tlon, according to ability and worth. Tax eguity probabiy began with 
Aristides, who can be called the father of Just taxation. This is the first 
historical reference to taxation based on “due proportion,” and ability 
and worth, and these principles are still the ideals of a just tax system. 
Tax ethics have not advanced beyond Aristides. 

The good times of Aristides could not last. He was mortal, unfortu- 
nately, and his successors were not so Just and not so incorruptible. 
They even moved the treasury to the Parthenon in Athens where the 
League's money became Athenian money. The Delian League was now 
the Athenian League, or perhaps more accurately, the Athenian empire. 
Tax rates doubled and then doubled again. Corruption from easy tax 
money was unavoidable. The Athenians spent the money on themselves, 
raised their standard of living, and built the golden age of Greece that 
historians praise. It was built with stolen tax money and perpetuated 
with oppressive tribute taxation. An age of oriental imperialism of trib- 
ute and vassals spread over Greece—the very evils the Greeks had 
fought the Persians to avoid a few years before. 

When the Athenians were at the height of their power they had little 
trouble keeping their tribute-paying city-states in line. On one occasion 
tribute was reduced because large tracts of land had been given to tax- 
exempt Athenian farmers and with this land taken off the tax rolis it 
was only natural to reduce the overall tribute from the city. 

Withdrawal from the League was impossible. The island of Melos 
tried it with disastrous conseguences. The Athenians descended on the 
island with a vengeance. They slaughtered all the men and sold the 
women and children into slavery. The island was left desolate as a fit- 
tng punishment and an example for other cities who may have had sim- 
ilar thoughts. It was a re-enactment of what the Assyrian terror-kings 
had done a few centuries before in Asia Minor. The freedom-loving 
Greeks had descended to the depths of the worst tax tyrants of all time. 
Rivalry and fear of Spartan power may have been other factors in the 
brutal reprisals against Melos. The Athenians explained the situation to 
the Spartans in these words: 


At first, fear of Persia was our chief motive, though afterwards we thought, 
too, of our own honor and our own interest. Finally, there came a time 
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when... it was clearly no longer safe for us torisk letting our empire go, 
especialiy as any allies that left us would go over to you.8 


No Third World developed in this ancient superpower struggle and 
neither party desired peaceful coexistence. Sparta started a preventive 
war to check the growing imperialism of Athens and encroachments on 
Sparta's sphere of influence. The Spartans justified the war with a fifth 
century B.c. domino theory, the same theory the United States used to 
justify its massive involvement in Vietnam. The war raged on for dec- 
ades; it became the terrible Peloponnesian War. Sparta eventualIly won, 
but had neither the will nor the ability to unify Greece. Civil wars con- 
tünued among the city-states, and Greece went into decline, ripe for for- 
elgn take-over. 

Ancient Greek philosophers and writers saw the defeat of Athens as 
the judgment of the gods on Athenian arrogance and imperialism. That 
analysis is substantially correct—at least the part about imperialism and 
arrogance. Athens had become an imperial power through the old De- 
lian League by forcing weaker city-states into the League and exacting 
heavy tribute. As the power and wealth of Athens increased, and with it 
the Athenian appetite for more tribute and more vassal states, conflict 
with Sparta became inevitable. The outcome of the war was indeed in 
the hands of the gods at times. A terrible plague hit Athens, Pericles 
died, and less capable leaders carried on a hopeless war. Sparta tried 
to negotiate for peaceful coexistence but the Athenians wanted victory. 
Power had corrupted their thinking as well as their appetites. 

Despite the folly of Athenian leadership in carrying on a senseless 
war and enslaving her allies, one senses a great loss to civilization when 
Sparta defeated Athens in the Peloponnesian War. The most honored 
and revered civilization in the ancient world passed away. Sparta forced 
Athens to give up her empire and the tribute they paid. These tribute 
burdens had become intolerable during the war, having tripled after 
local navies were seized. A number of city-states revolted, and those 
that didn't knew their freedoms were gone. As the leader of the rebel- 
lious city-state of Mytilene said: 


So long as the Athenians in their leadership respected our independence, 
we followed them with enthusiasm. But when we saw that they were be- 
coming .. . more and more interested in enslaving their allies, then we 
became İrightened.* 


Mytilene, like Melos, paid the supreme penalty with the men slaugh- 
tered and the women and children sold into slavery for trying to with- 
draw from the League and join Sparta. 
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The darker side of Athenian justice. Fragments of an Athenian tax decree from the 


Acropolis set forth the procedure for tax collection from cities in the Athenian League. 


Delinguent taxes are to be visited by an Athenian “gang of five.” On at least one occasion 


hostages will be taken to ensure tax collection. Leaders of cities opposing tax collections 


may be charged and punished for treason. 
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The Spartans reguired no tribute from their allies, and many of Ath- 
ens” so-called allies tried to join the Spartan cause and were hoping for 
a Spartan victory to gain their freedom. The city-states in the Athenian 
League were not allies at all, nor was this a league. They had no love, 
no loyalty, and wished for Athens” defeat. With at least 165 of these 
city-states seething with discontent and on the brink of rebellion, it is 
no wonder Athens lost a war it should have won. Athens, after all, had 
superiority in population, wealth, naval forces—all the ingredients to 
win, save the loyal support of her empire. They lost that loyalty from 
oppressive taxation and the bondage reguired for its enforcement. 
Greece's story and collapse is an early example of a wise and prudent 
tax policy—the policy of Aristides the Just—going bad. 

During the drama of Watergate, the eighteenth-century historian Lord 
Acton was guoted a great deal, although the guotes were usually inaccu- 
rate. Acton said, “Power tends to corrupt and absolute power corrupts 
absolutely.” The phrase tends to is usually omitted, probably because it 
is not strong enough; breeds is more fitting. Power breeds corruption 
together with a blindness to the corruption itself. The Athenians became 
oblivious to the ideals of Greek democracy and liberty and to the pur- 
poses for which they fought the Persians. Tribute from the weaker city- 
states around them meant a fat treasury, extravagant public works, and 
wages for thousands on the public payrolis. Jurors could now be paid, 
along with the ten thousand rowers in the Athenian navy. Sculptors and 
architects could be hired to design and build the magnificent Parthenon 
on the Acropolis at the edge of the city. The tyranny suffered by the 
weaker city-states was unimportant because of the economic good these 
taxes did for Athens. This sort of reasoning is still used to justify op- 
pressive taxation. 
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The Ingenious Greek: Public Revenue 
wiühout Bureaucracy 


The rich serve the state with their property by means of liturgies. 
—Aristotle, Politics IV 


The ancient Greek not only invented civilization without despotism; 
he also invented revenue sharing without burcaucracy. More wealth 
may have shifted from the rich to the community at large in ancient 
Greece than in our socialist-inclined democracies. The Greeks did it 
without government bureaus taxing, directing, and coercing the popu- 
lace. The Greeks never even used the police power in the process. This 
may sound incredible, but it 1s just another example of their ingenuity. 

The Greek revenue system was progressive, which means that the 
richer citizens paid an increasingiy larger share of the costs of govern- 
ment and of maintaining society. The farmers were not very prosperous. 
Greece was poor farming country, but a farmer who had large amounts 
of land and slaves would generate taxes when his surpluses and slaves 
reached the channels of trade. Basic subsistence, however, especialliy 
among the poor, was not subject to taxation. The poor were also exempt 
from the eisphora, the special capital levy noted in the last chapter. 
Commerce bore the weight of most taxation, since Athens was primarily 
a trading nation. The more wealth a person had, the greater the likeli- 
hood he would be involved in commerce and pay more tax. 

However, It was not the tax system that extracted the largest amount 
of wealth from the rich private citizen. This was achieved by the lit- 
urgy—the voluntary alternative to progressive taxation. 

When a city needed a new public improvement such as a bridge, or 
perhaps an activity such as a play or festival, the leading citizens were 
called upon to provide what was wanted. It was not a tax or confiscation 
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Greek temples that now hold tourists in awe were used as treasuries to protect tax money. 
The great Parthenon held the tax money of the Athenian League and was financed with 
tax money stolen from the League's treasury. 


of any kind. Called a liturgy, this was a voluntary contribution to the 
city-state. It was enforced by nothing more than tradition and strong 
public sentiment. Public amusements, athletic games, and military 
eguipment were purchased by rich citizens and donated to the city. A 
certain amount was expected of each rich citizen, but most of them gave 
more than was asked. 

Xenophon, a Greek writer and student of Socrates, records a dialogue 
between Socrates and a rich citizen in which Socrates reminds his 
wealthy friend: 


Iİ notice that the city is already laying heavy expenses on you, for keeping 
horses, financing plays, gymnasiums and important functions, and should 
war break out, I know they will impose on you costs of naval vessels, sol- 
dier's pay and contributions so great you will not find it easy to bear. 


The rationale of the liturgy was that men of wealth should voluntarily 
shoulder the expenses of their city. Public generosity through liturgies 
was their just duty for the unegual share of the riches of the community 
they enjoyed. By and large the rich did not give begrudgingiy. Many of 
the extravagant public buildings in the classical world were constructed 
by rich men competing with one another for honor. Socrates in Xeno- 
phon reminds a rich Athenian of his obligation to the city for revenue 
sharing: “If ever you are thought to have fallen short in the performance 
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of these duties, I know that the Athenians will punish you just as much 
as 1f they had caught you stealing their own property.”? 

Private gifts of warships made the Athenian navy the best and most 
powerful in the civilized world. They kept the sea lanes around Greece 
free from pirates. The generosity of the rich Greeks is mentioned in 
many of the writings of this period, which indicate that many rich 
Greeks donated three and four times what was expected of them. When 
occasionaliy the opposite was true, a wealthy person who had not given 
freely and generously was held up to public scorn. Public sentiment is 
a powerful force that is not used in our society as much as it should be. 
Governments try to manipulate it more than listen to it. The Greeks 
used it so successfuliy that progressive taxation was unnecessary. 

The closest thing we have to the practice of liturgies is the making of 
gifts and sacrıfices by religious devotees to their religion. In like man- 
ner, the city-state was the first love of every citizen. Even the poor con- 
tributed their mite. For those who did not have any surplus wealth, there 
was the alternative of service and labor for the city. These liturgy de- 
mands for voluntary contributions of wealth and labor were what the 
Athenian leader Pericles had in mind in his famous funeral oratlon, 
when he spoke of 


those unwritten laws which it is an acknowledged shame to brecak.... We 
regard wealth as something to be properly used rather than something to 
boast about... . Every one of us who survives should gladIy toil in her 
(Athens” | behalf.» 


The practice of liturgies created a new sense of private property. 
Those who had wealth held it in a kind of voluntary trust for the city. 
Ownership of property involved duties more than it involved rights. 
This was the Greeks' brilliant alternative to government ownership and 
bureaucratic control which typified the oriental despotisms of that day 
and the governments of our day. The rationale was that property, by the 
natural order of things, was bestowed on those best able to acguire and 
manage it, but those so endowed were obligated to hold it for the com- 
munity as it was needed. This system permitted the management of the 
excessive wealth of the private citizen for the whole community without 
government burcaucracy—something no other people have been able to 
do, either before or since the days of the ancient Greeks. Waste and 
inefficiency that is so inherent in burecaucratic life was replaced by pri- 
vate enterprise for the public good. 

The private donor actually managed and directed the public improve- 
ment or activity. İf a bridge was needed the wealthy citizen actually 
built the bridge. For his work and money the donor was honored. The 
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city-state government had little to do except to push the project along. 
Under the system the public received the most from the donor's money. 
His management talent was free. 

Today we shift a great deal of private wealth to the public sector 
through heavy taxation and government-managed expenditures. The 
costs are enormous. Worst of all is the spirit of the whole operation. The 
donors are neither respected nor honored for their benevolence. İn fact, 
the taxpayer, however high the tax he pays, does not know where his 
money goes. He pays because the alternative is prison and he never pays 
more than the law demands, if that much. Paying three or four times as 
much tax as the law demands is unheard-of in our society. Our govem- 
ments exact taxes with the arrogance of an owner, somewhat like the 
attitude of Louis XIV as expressed by one of his aides: “All the wealth 
of his subjects was his, and when he took it he took only what belonged 
to him.” This is the attitude of the despots, which the Greeks under- 
stood so well and tried so hard to avoid through the system of liturgies. 

Scholars have taken strong positions both for and against the liturgy. 
It cannot be guestioned, however, that the liturgy was the device by 
which the Greeks achieved civilization without despotism. When a gov- 
ernment takes wealth by force and claim of right, it is inclined to tram- 
ple on the people's property rights and liberties. On the other hand, if 
private wealth is spent without social conscience on the extravagances 
of individuals, the less fortunate suffer and are often driven to violence 
and revolution. The liturgy was a solution to the dilemma of too much 
versus too little government intervention in the accumulation of private 
property. The interests of the community and the individual were rea- 
sonabiy balanced. The liturgy respected private property, but it also in- 
duced the wealthy to shoulder the main burden of providing for the 
needs of the community—and the genius of the system lay in the fact 
that no police power was needed to achieve those ends. 

Ünder a liturgy system there is no place for the games of avoidance 
and evasion that characterize our tax systems. Loopholes, tax gim- 
micks, and tax shelters have no place. Every citizen should shoulder his 
fair share of the costs of maintaining government and providing for the 
needs of the community. This kind of patriotism is not jingoistic; with- 
out it the liturgy will not work. 

The Greek practice of liturgies survived the city-states. But when the 
Romans demanded liturgies from their conguered cities with the muscle 
of the legions, this was no longer voluntary contribution. Now it was 
legalized robbery or, to be more sophisticated, the confiscation of pri- 
vate property for government use without just compensation. 

lt remains to be seen if some sort of liturgy can be used in our modem 
industrial states. We could begin by having government service carry 
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little or no salary, with the example of unselfish service coming from 
the top. Government leaders and members of the legislature could serve 
for a modest subsistence as an example for others. Our youth could do- 
nate a year for public service, if for no other benefit than to operate the 
essential services of government when, as happens routinely in Canada, 
strikes cripple the economy and cut off services which communities re- 
guire in order to function. Ünselfish voluntary service in the public sec- 
tor could infect the private sector. Voluntary service could pave the way 
for voluntary contributions. The two would go hand-in-hand. 

The liturgy will probabiy make little headway until we eliminate the 
ineguities in our tax and military draft systems. Not every young man 
is obligated to serve in time of military need nor is every person who is 
able reguired to pay tax. There are numerous exemptions in our draft 
and tax laws making it legal to avoid service or payment. Evasion, de- 
spite government ravings to the contrary, involves little moral turpitude; 
conversely, there is little moral incentive for compliance. But the most 
essential ingredient for the liturgy is strong public sentiment demanding 
unselfish public service and revenue sharing. Without such a credo we 
would have to be like the later Romans, falling back on Draconian pun- 
ishment, thereby defeating the very purposes for which we have govern- 
ment in the first place. 

The spirit of the liturgy might even save some of the social services 
we could lose if taxpayers rise up and block revenue increases or, as in 
California, roll back assessments. Voluntary public service is the alter- 
native to either higher taxes or reduced social programs. Our society 
does expect (and receive) voluntary services for all kinds of community 
programs, as long as they are not government-directed. We volunteer 
for the Boy Scouts and Campfire Girls, but not for fire service or Social 
work. We will sweat behind a shovel and get blisters using a pick for 
any number of community service projects, but if we lose our job we 
will draw welfare rather than accept the pick and shovel to ear a living. 
In short, we are all willing to cat from the public trough, even when we 
could get along without doing so. Social insurance or social security 
could be limited to the elderly who do not have adeguate funds to care 
for themselves. 

The liturgy can only operate from a spirit of unselfish citizenship, 
with each citizen coming forward to give of himself or his substance for 
the good of the community. It made heavy taxation, and all the evil it 
breeds, unnecessary. That is just one of many reasons why the Greeks 
command our admiration. | 

The Greeks refined another revenue-raising device, called tax-farm- 
ing, which has a long and fascinating history.* Tax-farmers were private 
contractors who bid at public auctions for the right to collect a certain 
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tax, such as a harbor tax, an inn or hotel tax, or a sales tax. Accurate 
records were kept from previous years and, barring some calamity, the 
amount of the revenue could be accurately calculated. The business was 
risky, but appears to have been profitable. In the city-states, tax-farming 
proved superior to government tax administration. Just as private con- 
tracts for public works are usually less costly to the state, so the private 
tax man did a better and more economical job of collecting taxes. Pri- 
vate property was well protected in the Athenian courts and we have 
no historical record of any abuses of the system at the taxpayer level. 
Incidentaliy, cities ruled by tyrants had no tax-farmers. 

Tax-farming was an extreme phase of capitalism. A government con- 
tracting with private citizens to collect taxes is much like hiring a pri- 
vate army to fight a war. These are extreme delegations of sovereign 
power. Since taxes were low in Greek democracies, tax-farming was 
not a major enterprise. The geographical area of the city-states was 
small. Tax-farmers collecting customs could station themselves at the 
city gates and harbors. The 2 percent tax rate was indirect and was col- 
lected from the importers, usually foreigners. Conseguentliy, the abuses 
that characterized tax-farming in later times did not take place. To the 
early Greeks it was simply an economical way to collect taxes in a sys- 
tem where tax evasion was not worth the trouble. The most serious 
abuse of the system was from the tax-farmers. To check corruption the 
Greeks invented public accountings.” 

The modest system of tax-farming originally set up by the Greek 
democratic city-states contrasted strongiy with the system of the later 
Greek kings in the third to first century B.c., who ruled over the entire 
Middle Fast. We hear accounts of how the whole world groaned under 
the terrible oppression of the tax-farmers, and this was before the Ro- 
mans got ahold of the system. What works well in one time and place 
may bring disaster when misapplied in other circumstances. 

The island of Cos was a typical Greek island under the later Greek 
kings. Tax-farmers were sent out from the mainland to collect the is- 
land's taxes. These tax-farmers were thugs. Even the privacy of a per- 
son's home was not secure İrom them. “Every door now trembles at the 
tax-farmers, "© writes a respectable lady from Cos around 200 B.c. In the 
later Greek and Roman world no social class was hated more than the 
tax-farmer. The leading modern historian of that period, Rostovtzeff, 
describes them with these words: “The publicani certainly were ruthless 
tax collectors, and dangerous and unscrupulous rivals in business. They 
were often dishonest and probabiy always cruel.”/ 

The Greek democrats who invented tax-farming would have been 
astounded to leam that in a few hundred years their simple private col- 
lection system was to evolve into a monster of oppression. They would 
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have been even more astounded to learn that tax-farming was to flourish 
in Western civilization, in many bizarre forms, for 2,500 years, finally 
going out of business with World War I in the twentieth century. How- 
ever, today the farming of taxes has re-emerged in many state and local 
governments, not only to aid in the collection of taxes, but even in the 
audit and assessment of taxes. An ancient but dangerous practice if his- 
tory 1s of any value. 

One of the most notable misuses of tax-farming took place in Egypt 
under the rule of the Ptolemies. When Alexander the Great spread 
Greek culture throughout the known world around 340 B.c., he did not 
include in his package the ideals of Greek democracy and freedom from 
direct taxation. His father, Philip, was from Macedonla, in what is today 
northern Greece and Yugoslavia. Philip ruled a kingdom far removed 
from Greek city-state thinking. Around 350 B.c., he subducd the city- 
states and brought Greece into his kingdom. He died at an early age and 
his youthful son took over his imperialist ambitions. 

Alexander was an emperor bent on ruling a large geographical area 
through a military bureaucracy with himself as chief bureaucrat. He 
picked up Greek culture—but not her democratic ideas—and spread it 
throughout his new empire. Tax-farming was one of the economic tools 
he acguired from the city-states. Laws were devised to govem tax-farm- 
ing, and police and military powers were brought into the system. Col- 
lecting the largest amount of tax was the primary pursuit of most em- 
pires at that time, and tax-farmers with muscle proved to be the most 
efficient system. Private professional tax collectors far surpassed the 
best government tax men. 

When the Greek Ptolemies set up rule in Egypt they modified the 
system of tax-farming as practiced in Greece. Greece had tax-farmers 
because the government had no tax bureaucracy. In Egypt the new 
Greek rulers inherited the most highly developed tax collecting opera- 
tlon in the world. The Egyptian government had been collecting taxes 
with great efficiency for two thousand years. Tax-farmers were not 
needed. Nevertheless, the astute Greek conguerors saw a place for the 
tax-farmer, not as a collector but as an insurer that all taxes would be 
collected. The tax-farmer would be a special check on the tax bureau to 
make sure every last drachma was recovered. His job was to watch over 
both the taxpayer and the tax collector. He entered into a contract with 
the king to guarantee the full collection of a certain amount of tax. In 
case of a deficiency the tax-farmer would personally make up the loss. 
Scribes would no longer be able to remit taxes for the poor or unfortu- 
nate. If all went well, and there was a surplus, then the surplus went to 
the tax-farmer. In addition, he received a 10 percent basic commission 
out of his bid—even if there was no surplus. 
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Tax-farming was a big operation with enormous potential. Normaliy, 
tax-farming was done through partnerships and organized companies. 
It was the big business of that day. The auctions took place in the king's 
palace under his personal direction. The awarding of the contracts was 
the single most significant commercial event of the year. 

The tax-farmer was not Just a private professional tax collector. His 
side operatlons were probably more remunerative than the tax collec- 
ton. Tax-farmers were bankers who loaned money to taxpayers to meet 
their tax obligations. They acted as merchants for the farmers” products 
which they taxed. They were grain and wine brokers. Even the merchant 
fleets carrying the taxed goods to world markets were owned by the rich 
tax-farmers. İn short, the tax-farmers were the Krupps, Rothschilds and 
du Ponts of the ancient world. 

The tax-farming innovation of the Ptolemies was ingenious, to say 
the least, but it was destructive. This middleman insurer improved the 
efticiency of the Egyptian tax system. The king now had two indepen- 
dent groups looking out for his revenue. Both were personally liable for 
any tax deficiencies—tax evasion was impossible. Dishonesty or laxity 
on the part of government tax collectors would adversely affect the tax- 
farmer, and as a typical private contractor he was apt to be much more 
efficient than the state tax collector. The incentive system that so char- 
acterizes capitalism gave an added punch to the Egyptian tax system. 
The loser in this double-barrelled arrangement was the taxpayer, who 
in Egypt was the peasant farmer. 

With the tax-farmer injected into the heavy direct tax system of 
Feypt, rebellion was inevitable. The moderately oppressive tax system 
that dominated Egyptian life for 2,500 years now became severe. The 
civil war that brought about the chaos and collapse of Egypt we noted 
in Chapter 2 could have been the conseguence of the interposition of 
the tax-farmer into a tax system which now was pushed to the brink of 
civil war. 

The ancient Greek had an uncanny gift for insight into the world in 
which he lived. There is hardy a theory or great idea that did not take 
its first flight in Greece. As men they were giants in the ancient world. 

Herodotus, the father of history, developed as his main theme the 
conflict between Fast and West, which he interpreted as conflict be- 
tween despotism and freedom. This same conflict and theme is domi- 
nant today in the Western interpretation of the conflict between commu- 
nism and the free world. The Greeks looked deeper into this conflict for 
clues to determine why the Fastem social system produced bondage. 
They found that the despotism of a society, or its liberty, could best be 
measured by its tax system. The Greeks were much more profound than 
we in the analysis of taxation. We seem to accept any tax adopted by 
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the legislature. Class politics creates tax laws and the legislators can tax 
just about what they please in any form they desire. Our tax laws are, 
at best, rough justice. The Greek view was probabliy expressed in its 
most refined state in an early-tenth-century encyclopedia called the Sui- 
das. Taxes were tyrannical, and hence illegal, it explained, if they were 
demanded by “arrogance and compulsion,” and they were justifiable 
when based on “reasonableness and loving care.”8 We have obviously 
retreated a great distance from these lofty ideas. 

The Greek ideals about taxation were short-lived in Greece, but not 
in Rome. Greek culture and ideas captivated the Romans. Greek tutors 
were in all wealthy Roman homes. The Romans soon adopted Greek 
thinking, forbade direct taxation of Roman citizens, and continued the 
practice for almost five hundred years. Up until the twentieth century, 
Europe and North America respected Greek ideas on taxation. Refer- 
ences to “direct taxation” can be found in the United States and Cana- 
dian constitutions. Debate still rages over whether income tax is a direct 
or indirect tax. 

The Greeks put taxation in the field of ethics and reguired that it be 
measured by standards of justice. In practice, the Greeks failed misera- 
biy. Tax eguity or eguality was on the basis of class. Only the citizen 
enjoyed immunity from the hated direct taxes. We should not judge the 
Greeks too harshiy. Those who control governments have always car- 
ried a light tax burden; in a democracy it means that those classes who 
have the votes will overburden those who do not. The high tax brackets 
of today are for the few, not the many, and in that the Greeks were not 
much worse than we are. lt seems strange that a democratic and free 
people cannot be relied upon to export their product abroad, or to share 
it with minorities at hame—especialiy their ideals of tax justice. Per- 
haps in the Peloponnesian War the gods were punishing Athens, not just 
for her abusive tribute policies towards the weaker cities of Greece, but 
for her defiance of the principles of justice which the Greek mind had 
espoused. Athenian imperialism was especially ugiy, because the 
Athenians knew better. 

The bright spot in the Greek tax story was in the administration of 
tax. Revenue was assessed and administered by the taxpayers them- 
selves, without the intervention of a massive government bureau. And 
perhaps even more important was the response of the rich to the needs 
of the community. They shared their wealth with the community, and 
did not hesitate to see that the city and her people benefited from the 
bounties nature had bestowed upon them. Was this not the most inge- 
nious of all the achievements of the Greek mind? 


Part II 


The Kaleidoscopic Romans 


The Romans... have brought... almost the whole of the world under 
their rule, and have left an empire which far surpasses any that exist today 
or is likely to succeed it. In the course of this work I shall explain more 
clearly how this supremacy was acguired, and it will also become appar- 
ent what great advantages those who are fond of learning can enjoy from 
the study of serious history. 


—Polybius, The Histories 


Scholars often referred to Roman taxation as “more or less organized 
robbery,” and Roman tax men as “a band of robbers.”! But Roman 
taxation was not always bad. There was a two-hundred-year period at 
the zenith of Roman civilization when taxes were modest. Some Roman 
leaders can be praised for extremely humane and honest tax administra- 
üon—highlighted by the unheard-of charity of paying a large portion 
of the costs of government out of their own pockets. All kinds of 
taxes—as well as no taxes—marked the Roman period. Taxation was as 
vital and unpredictable in the Roman story as were the legions, the Sen- 
ate and the Caesars. The half-mad Nero once offered to abolish all indi- 
rect taxes and make a “beautiful present to the human race.”? Of all his 
acts of madness this was the crazlest. 

The thousand years of Roman civilization are divided by historians 
into egual halves. The first period is called the Republic, when the 
Roman Senate was in command. It ended about 30 B.c. with the triumph 
of Caesar Augustus, the first emperor. The Empire ended with the sack 
of Rome by the Vandals in a.p. 476. These lines of demarcation are 
useful in studying Rome's tax story, even though there was a steady 
evolution of taxation in Roman history which changed color and form 
at irregular intervals. 

To provide the reader with some sort of order and perspective, we 
have segregated Roman taxation into four periods, ending with the final 
chapter of this section which looks into the Fall of Rome and adds one 
more major cause: tax evasion. 
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The Early Republic: The Citizens' 
War-Tax Era 


The early Roman Republic reguired little taxation because it operated 
with free labor. The army— which is always the most expensive opera- 
tlon in every society— was a citizens” army, composed of property own- 
ers who served for one year without pay. They even provided their own 
uniforms and eguipment. This patriotic spirit produced a marvelous 
fighting force, which defeated all who opposed it and catapulted Rome 
into the center of the civilized world. This spirit of volunteer free public 
service inspired all government offices. Even the magistrates served the 
city without pay. It is difficult to overemphasize the importance of this 
ancient practice, especially in our age when no one seems willing to lift 
a finger for the government without a fat pay check. The ideal way to 
reduce heavy taxation is to instill in all citizens a spirit of unselfish ser- 
vice for the public good. It is not necessary to curtail public programs 
and services; what is necessary is the curtailment of the spirit of gain 
and profit that infects public servants and contractors. 

Farly Rome did not operate tax-free. Some public revenues were 
needed. They were supplied by a number of indirect commercial taxes 
that continued throughout Roman history. The earliest taxes in Rome 
were customs duties on imports and exports. Almost all trade came by 
ship through seaports, hence the name portoria for these taxes. The Ro- 
mans were pragmatic about taxation. As the Romans acguired new col- 
onies they maintained the existing tax systems. In Spain, customs duty 
was 2 percent; in Sicily, Africa, and Albania the rate was 5 percent. 

Ancient civilization ran on human power more than horsepower. The 
moral issue was never much of a problem; the economic bond of the 
slave was recognized by the Jews and early Christians. Slaves, like trib- 
ute, were part of the spoils of war. 
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This relief, from the Louvre, shows a Roman censor taking a census for the assessment 
of citizens for the war tax. 


Taxes touched every facet of slavery. Most slaves were sold at auc- 
ttons, which incurred a 2 percent to 5 percent sales tax. When slaves 
arrived in port there was a customs tax. When a slave was freed there 
was a 5 percent tax on his value. Slaves were given a reduced rate for 
poll taxes, similar to the United States Constitution which valued a 
slave for direct taxation at three-fifths of a free-man. 

To give the reader some idea of the size of the slave trade, the free 
port of Delos off the coast of Greece could handle as many as ten thou- 
sand slaves at a time. The great commercial facilities on the Isle of 
Rhodes could handle more. Taxes on slavery were a major source of 
revenue for all governments. Pirates were the chief slave traders during 
times of peace. The crew of any vessel seized by pirates was a regular 
part of the cargo. The task of proving one's right to freedom was ex- 
tremely difficult once a person was caught up in the channels of slavery. 

Private tax collectors were also slave traders. The king of an eastern 
Roman province complained to the Senate that he was unable to provide 
men for the legions because Roman tax-farmers had taken his surplus 
male subjects and sold them. This story is often cited to prove that 
Roman tax men operated a vast kidnapping-for-slavery operation in the 
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provinces. This may not be a correct interpretation of the records. The 
king probabliy pledged his surplus male subjects to secure aloan to pay 
his taxes. If the loan was unpaid because of a bad harvest, the tax-farm- 
ers foreclosed on their collateral, like any efficient banker. 

Military expenditures increased as Rome's armies defeated all who 
challenged them. Even in ancient times military adventures were costly 
for the victors. The need for greater revenues was met by a patriotic 
citizens” War-tax, called #ributum. The word was applied to many types 
of payments to Rome; conseguentiy, we will avoid its use. 

The war-tax was a wealth tax assessed from a census taken every five 
years. İt was the duty of every citizen to come forth and make a declara- 
tlon of all his wealth. There were penalties for fraud or failure to make 
a declaratilon—as with our modern income taxes. One of the penalties 
was to be sold into slavery by the censor.! The war-tax was similar to 
the Greek eisphora, except that the Greeks exempted the poor, but not 
foreigners; the Romans exempted foreigners, but not the poor. 

Economists like to classify taxes as progressive, proportionate, or re- 
gressive. A tax 1s progressive if the rich pay a larger percentage than 
others; proportionate if the percentage 1s the same; and regressive if the 
poor pay alarger percentage than the rich. Our income taxes are ostensi- 
biy progressive because of graduated rates. Sales, customs, and real 
property taxes are proportionate—the rates are the same for everyone. 
Poll taxes and license fees are regressive—the fixed amount takes a 
larger percentage of the wealth of the poor than of the rich. 

The war-tax was progressive in a unigue fashion. Luxurles such as 
jewels, expensive women's apparel, and fancy carrlages were asse€ssed 
at ten times their actual value. Other items may have been assessed at 
two or four times their actual value. Conseguently, the low rate of one- 
tenth of 1 percent was deceptive. For the rich the tax could run as high 
as | percent, ten times the rate assessed against the poor.? In addition, 
the rich were subject to forced loans on top of their basic war-tax. Fi- 
nally, the tax had arefundable element to it; if there was booty from the 
war, the booty was used to refund the taxes paid. Small wonder that the 
early Roman government was dear to the hearts of her people. 

Historical records about the war-tax were all written at least a hun- 
dred years after its abolition. Cicero expressed contempt for the tax: 


When constant wars made the Roman treasury run short, our forefathers 
often used to levy a property tax. Every effort must be made to prevent a 
repetition of this; and all possible precaution must be taken to ensure that 
such a step will never be needed.... But if any government should find 
itself under the necessity of levying a tax on property, the utmost care has 
to be devoted to making it clear to the entire population that this simply 
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has to be done because no alternative exists short of complete national col- 
lapse.” 


Cicero wrote these words when Greek thinking dominated Roman 
culture. If the tax was so intolerable, why were foreigners exempt? Even 
widows and orphans paid this tax, and their funds were specificalIy set 
aside for the cavalry. The moving force behind this tax was a strong 
spirit of patriotism, like serving in the legions. In the beginning the tax 
was probabiy not despised at all, but paid with pride. 

War-tax assessments were made by censors who were the most im- 
portant men in the Republic, even surpassing senators. They were for- 
mer senators and consuls, elder statesmen elected to office every five 
years by the Assembly of all Roman citizens. They had the power to 
appoint and dismiss senators. These men were not ordinary tax asses- 
sors, Who normally are not very high on anyone's list of notables. 

The ancients freguently used great men to handle tax assessments. 
The Greeks used great generals such as Aristides the Just. Imagine what 
would happen today if the senior statesmen in our society were in 
charge of tax assessments? Winston Churchill might have looked 
strange as a tax assessor, but this is where he would have ended his 
ıllustrious career if he had lived in the ancient world. Taxpayers loved 
and admired the censors and no doubt the integrity of these great men 
rubbed off on taxpayers. By contrast, modem tax systems use profes- 
sional public relations officers to manipulate taxpayers with advertising 
technigues that utilize fear more than inspiration. 

By the middle of the second century B.c. the war-tax was abolished. 
Thereafter, for four hundred years, Roman citizens living in Rome were 
immune İrom direct taxatlon. Regardless of what Cicero said, the war- 
tax was abolished because the provinces could now support the legions. 
Conguered lands became Roman lands and were rented out and taxed. 
Precious metals flowed into the Roman treasury from captured minesi. 
Grain came from Sicily. Rome became a thriving commercial center 
and taxes on commerce escalated. Most productive of all, however, 
were the newly acguired provinces in the cast and to the north. It was 
here, and in all the provinces, that the Romans showed their greatest 
skill in statecraft, or to coin a better word: tax-craft. The long life of 
Roman colonialism, as compared to the troubled life of Greek imperial- 
ism, was the conseguence of newer and more effective means of coloni- 
zatlon. 

There was an inherent weakness in the tribute systems that prevailed 
ın the ancient world. In solving this weakness the Roman genius in gov- 
ernment began to unfold. The absence of direct control over each tribute 
state permitted rebellions to be organized with ease. The Assyrians 
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The great Roman lawyer, Cicero, who promulgated the Greek idea against direct taxes: 
These taxes are an enemy of liberty and should only be introduced after making it clear 
to the people that no alternative exists short of complete national collapse. 


spent most of their energy organizing armies to crush tax deflance in 
their colonial empire. About all the Assyrians could do to check a trib- 
ute state bent on rebellion was to liguidate the inhabitants. This rough 
policy solved the rebellion problem—as the Jews were to learn the hard 
way—but it also eliminated future tribute. To correct this defect in the 
tribute systems of the past the Romans developed the provincial system. 

Governors were sent out from Rome with dictatorial powers backed- 
up by the legions who were stationed in every province. The armies of 
rebellious provinces were dismantled. This new technigue secured 
Roman exploitation of colonial subjects for hundreds of years. The 
threat of legions marching out of Rome to chastise a rebellious col- 
ony—which was the system of Assyrıa—was not anywhere as effective 
as the presence of legions stationed in every province as permanent gar- 
risons. 
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There was also an element of fairness in the Roman tribute system, 
unlike the practices of other empires in the past. The Romans usualIy 
did not alter the tax system or tax burdens of a newly acguired territory. 
If poll taxes were customary, they would continue. If there had been a 
harvest tax based on a tenth of production, then that would continue. 
Local tax-farmers would not be put out of business. The rationale for 
paying taxes to Rome was sound: Rome provided legions that brought 
peace and order to a world fraught with danger. It was only fair for the 
provinces to pay for the maintenance of these beneficial military forces. 
Roman tribute was a small price to pay. 

Cicero called Sicily the “first jewel of the imperial crown.” Sicily 
was an unexpected dividend from Rome's war with Carthage. Most 
Roman govemors who administered this first Roman overseas colony 
supported themselves from their own pockets and were “accustomed to 
bring home nothing from their governorship but the thanks of the sub- 
jects and the approbation of their fellow citizens.”* 

A substantial part of Sicily was tax-exempt before the Romans ar- 
rived. This was not altered. Tribute, exacted from only those parts of 
Sicily that had paid it in the past, consisted of a 10 percent harvest tax, 
a 20 percent orchard tax, anda 5 percent customs tax. The Romans 
never altered the method of collection. Roman tax-farming corporations 
were prohibited from taking part in tax-farming auctions. A Roman 
magistrate conducted the auctions and limited the bidding to local tax- 
farmers. Cities bid for the right to collect their own tribute. That way 
the commission from tax-farming went to support the city. 

Rome almost lived on the grain from Sicilian harvest taxes. Cicero, 
guoting Cato the Wise, referred to Sicily as, “the nation's storehouse, 
the nurse at whose breast the Roman people is fed.”> The delights of 
having arıch, loyal colony brought home to the Romans the wonders of 
colonialism and whetted Roman appetites for more territories. The sys- 
tem looked foolproof. In theory it was. 

Not all Roman governors were benevolent rulers. Thanks to Cicero's 
zeal for writing we have elaborate details of his prosecution of Verres, 
a governor who fleeced Sicily with oppressive taxation which he then 
stole İrom the Senate. He encouraged his friends to purchase tax-farm- 
ing contracts at high prices and then demanded a kick-back. He kept 
the 5 percent customs taxes for himself by falsifying tax records. The 
successful prosecution of Verres was one of those rare moments in his- 
tory when political corruption is fully exposed for the world to see. 

The Extortions Court which tried Verres was established to punish 
corrupt govermors, who collected more tax than the treaties authorized 
or who embezzled tax moneys. Unfortunately, the court was not very 
effective. lt was said that a governor had to extort three fortunes from 
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his colonial subjects—one for himself, one for the army, and one to 
bribe the Extortions Court when he returned home. 

The war with Carthage also brought Spain into the Roman colonial 
empire. But Spain, unlike Sicily, smoldered with rebellion for 150 
years. Trouble started when Roman armies lived off the populace and 
collected tribute, in block form called stipendium. Cicero called this 
tribute “the fruits of victory or a punishment for engaging in war 
against us.”“9 The Roman practice of supporting troops off the land in 
Spain was the root of Cicero's remark that a town suffered nearly as 
much when a Roman army took up winter guarters as when it was taken 
by storm.” 

At first, under conguering general Scipio, Roman armies in Spain 
lived off the land. Supplies promised from the Senate did not arrive be- 
cause of corrupt tax-farmers. When Scipio made an urgent appeal for 
help, the Senate hired three tax-farming companies to send supplies to 
Spain. The tax-farmers purchased dilapidated old ships and loaded them 
with worthless cargoes; the ships sank soon after they left the harbor. 
The tax-farmers then applied to the Senate for money to replace the lost 
ships and cargoes, falsely representing that the ships were sound and 
filled with valuable cargoes for Scipio.8 

While grain was the prize from Sicily, silver and gold were the fruits 
from Spain. In ten years, from 206 B.c. to 197 B.c., 130,000 pounds of 
silver and 4,000 pounds of gold were taken from Spanish mines and 
shipped to Rome. This precious metal formed the basis of the Roman 
monetary system for centuries to come. 

Finally, these colonial harvests excited the ambitions of many Ro- 
mans, who wanted to repeat the colonial process in other lands. Nothing 
will propel a nation down the road of imperialism more than a rich har- 
vest from a successful colonial operation. The United States, in 1898, 
abandoned an entrenched policy of anti-colonialism, when Cuba, 
Puerto Rico, Guam, and the Philippines were acguired in the Spanish- 
American War with less than seven hundred casualties. 
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The Publicani Drive the Republic 
to Ruin 


The whole world groans under the Publicani. 
—Roman writer, second century B.c. 


İn the second century B.c., Roman businessmen not of aristocratic 
rank rose to dominate the Roman state. The Senate was reduced in 
power. These businessmen were the carpetbaggers of the ancient world, 
arriving in newly conguered provinces closely on the heels of the le- 
gions. Tax-farming was their principal endeavor, but the riches they ac- 
guired İrom tax-farming soon permitted them to dominate trade, bank- 
ing, and shipping; in short, all economic life. In the provinces their 
operations achieved brutal and grotesgue forms as these colonial ex- 
ploiters became the “ugly Romans” of the ancient world. 

The publicani, as they were called, rose to power through the Tribal 
Assembiy of the Roman people. The aristocratic Senate excluded com- 
moners. The Assembly could not pass laws; it could only veto laws that 
trespassed on the rights of commoners. Around 130 B.c. the Assembly 
started creating law. But this activity only lasted a few years, and most 
of its laws were soon annulled. Two reforms did survive: the distribu- 
tlon of free bread to the rabble of Rome; and a new tax system in the 
rich Greek and other eastern provinces. A decuma, or 10 percent har- 
vest tax, would replace the tax treaties of the Roman Senate. This har- 
vest tax would be collected exclusively by the publicani under five-year 
contracts, auctioned by the censors. The contracts were large. Part of 
the price had to be paid in advance, which gave the Roman government 
cash, up front. When the publicani started to collect the decuma, the 
Roman government had already been paid and had to enforce their de- 
mands. The large contracts reguired the pooling of funds, and this pro- 
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duced the world's first corporations, called societates publicanorum. A 
legal distinction was made between shareholders and management. Sen- 
ators could own shares, but they could not participate in management. 
Our modem corporate laws follow a similar pattern. Shares in these cor- 
poratlons were sold in the Forum in Rome, which became the world's 
first Wall Street. The yields of publicani stocks were excellent. When a 
company had financial troubles it was easy to lobby a decree through 
the Senate reducing the publicani contract. Publicani stocks were the 
best investment of the day—“a sure thing ””—the glamour stocks of 100 
B.C. 

Publicani exploitation of the provinces went unchecked. “The publi- 
cani are a nuisance,” or “It is the duty of every honest administrator to 
oppose them,”! were common expressions of that day. In later times 
(a.D. 14), the Roman historian Livy condemned them: “Where the pub- 
licani are, there is no respect for public law and no freedom for the 
provinces.”? But the government could not get rid of them. Government 
revenues depended on them and no alternative method had been devel- 
oped. Cicero emphasized this problem in this letter to his brother 
Çuintus, governor of the province of Asia: 


However, to your good will and careful policy the great obstacle lies in the 
publicani: for if we oppose them, we alienate from ourselves and the State 
an order which has deserved exceedingiy well of us and which has been 
linked to the State by our efforts; if on the other hand we compliy with 
them in every case, we shall allow the complete ruin of those for whose 
welfare and interests we are bound to have regard.3 


These arguments to support the publicani and tolerate the evil they 
foster are still with us. Throughout history, whenever a tax develops 
that is productive of revenue, but oppressive to taxpayers (like the in- 
come tax), the tax will continue. The financial needs of the state over- 
ride most constitutlonal, moral, and cultural ideals. 


The Fall of ihe Colossus of Rhodes 


The island of Rhodes is one of the largest Greek islands in the Aegean 
Sea. It lies off the coast of Turkey. After the fall of Athens in the fourth 
century B.c., most of the commerce of the east moved to Rhodes, which 
was far from the war zones of Greece. Rhodes became a Switzerland of 
the ancient world. Banking and commerce flourished as Rhodian mer- 
chants discovered the wisdom of neutrality. The kings and courts of the 
entire ancient world honored the businessmen of Rhodes, who were 
hard neutralists in international politics. 
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Business and commerce is drawn to peace and stability. War repels 
trade. Even today, the great loss to Lebanon is her once-thriving finan- 
cial community. If peace were to come tomorrow, the bankers would 
not retum. Switzerland's great secret to financial success is her policy 
of staying out of wars and maintaining neutrality at all costs. This is the 
climate which commerce has sought since the days of antiguity. 

Rhodes was also in a key geographical position. To reach Rome and 
Greece from the cast, it was necessary for many ships to stop at Rhodes 
to take on supplies or to dispose of their cargo. All vessels paidda 2 
percent harbor tax based on the value of their cargo, even if the cargo 
remained on board. Free ports were unknown at the time. 

The prosperous Rhodians dazzled the merchants of the world by con- 
structing a bronze colossus over one hundred feet high, which became 
one of the Seven Wonders of the Ancient World. Legend says that this 
huge statue of Apollo stood astride the entrance to the main harbor, 
and ships sailing into the harbor passed between Apollo's legs. Modem 
scholars dispute this and believe the colossus stood at one side of the 
harbor like a lighthouse. 

An earthguake toppled the colossus into the harbor around 225 B.c. 
We do not hear much about Rhodes after the Romans moved into the 
region sometime later. What caused the fall of this great commercial 
center? Was it the aftermath of the earthguake or the onslaught of 
Roman military power? Actually, it was a force even more powerful. 
The story of how the commercial men of Rome toppled this commercial 
colossus is one of the most fascınating tax stories of antiguity. 

During the time of Rome's wars with Macedonia, the Rhodians had 
the good fortune of receiving favors from Rome. The Romans wanted 
Rhodes as a buffer state between them and Persia. To strengthen this 
position, Rome turned over to Rhodes a number of tribute territories 
bordering on the Persian empire. It was a good arrangement for both 
countries. 

Unfortunately, the Rhodians had an anti-Roman political group in 
power when Rome was struggling with Philip of Macedonia. The Rhod- 
ians took a neutral position and offered to mediate a peace treaty be- 
tween Rome and Macedonia. The Romans looked upon this neutrality 
as an act of treachery for an ally they had richly rewarded. The Rhodi- 
ans misjudged Roman power, and when the Romans defeated the Mace- 
donians, they were confronted with an angry and embittered Rome. The 
Rhodians guickly dispatched to Rome their most pro-Roman diplomats 
to try and prevent a military confrontation. 

The Roman Senate was not forgiving. They took back the territories 
they had given Rhodes. Roman publicani saw this as an opportunity to 
overthrow Rhodian commercial supremacy in the cast. They persuaded 
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the Senate to establish a rıval free port on the Isle of Delos to challenge 
Rhodes. Greek businessmen were invited to operate the free port. The 
Romans built new harbor facilities and set up commercial services to 
rıval those of Rhodes. Most important of all, the new port would be tax 
free. Goods could come and go without paying the 2 percent harbor tax 
the Rhodians had charged. The trade of the east immediately bypassed 
Rhodes and went to Delos. In one year trade declined by 85 percent. 
Annual tax receipts which normally ran about 1,000,000 silver drach- 
mas declined to 150,000.4 

The commercial colossus of the east had fallen because merchants 
found an casy way to avoid a 2 percent tax! The Romans did with taxa- 
ton what an carthguake could not do. The Rhodians had miraculously 
recovered from the earthguake, but from the rival free port there was no 
recovery. The Switzerland of the ancient world was destroyed when the 
Romans established history's first tax haven. 

Yet the Romans made a serious error when they destroyed Rhodes. 
The Rhodians were a powerful force for peace and economic prosperity 
in the east. The 2 percent harbor tax was used to maintain strong naval 
forces to keep the shipping lanes free from pirates. The Rhodians did 
not hesitate to use their naval strength to check any maritime powers in 
that region who tried to curb trade or charge excessive taxes to use the 
sea lanes. The Rhodians were the first advocates for freedom of the high 
seas. They were as astute in commerce as the Romans were in war. The 
Romans needed their influence and power in the cast. 

Roman publicani did not see this. They only saw the Rhodians as 
commercial rivals to be eliminated, if at all possible. They failed to see 
that once Rhodes declined, pirates would take over the east, crippling 
trade and almost achieving the status of nationhood. This disruption of 
shipping and commerce would eventually compel the Senate to endow 
General Pompey with extraordinary military power to destroy the pi- 
rates. In the end, the general and his successor (Caesar) would destroy 
much more than the pirate—the Republic itself would succumb to their 
power. 

The ruthlessness with which the publicani exploited the provinces 
was bound to incite rebellilon—that was obvious. But what was not ob- 
vious was the fury of the rebellion and the devastation it would bring to 
Roman civilization. 


Mithridates the Great 


Mithridates the Great ruled a small country in what is now Turkey. 
He had an extraordinary ability to arouse discontent among unhappy 
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taxpayers and organize a rebellion of unbelievable magnitude. He 
planned a secret attack for a certain day in 88 B.c. which involved most 
of the cities of Asia and Greece, including Athens. Ancient historlians 
tell us that on the first day, eighty thousand Roman publicani were put 
to death, and twenty thousand Romans and pro-Roman Greek business- 
men were slaughtered at the free port of Delos, which never recovered. 
These numbers may be a gross exaggeration.” Rome was shocked. 
When news reached the Forum there probably was a panic in publicani 
stocks, like Wall Street's 1929 crash. 

Mithridates” main appeal was to exterminate the publicani and grant 
five years” tax immunity to every city that joined his rebellion. lt was 
not hard to gather support. The big guestion was whether or not he 
could defeat the Roman legions. His cause was strong, but what about 
his army? 

The success of Mithridates called the Senate to action. They ap- 
pointed a loyal, anti-publicani general, Sulla, to raise an army and re- 
store Roman authority in the east. With superb leadership Sulla suc- 
ceeded after a four-year struggle. At home, the publicani were stripped 
of power and the Senate was restored to its key position in government. 

When the revolt was crushed Sulla ordered the leading citizens of the 
revolting cities to meet him at Ephesus. There would be no reprisals or 
“acts of barbarism,” said Sulla, “I shall only impose upon you the taxes 
of five years, to be paid at once, together with what the war has cost 
me.” To enforce this tax Sulla established a division of “special 
agents” with extraordinary powers to collect these exactions. Their spe- 
cial power was called imperium with lectores. (A lector had the power 
to scourge and behead, which was enough to make any taxpayer cooper- 
atıve.)? 

Up to this time in history we have seen self-assessment tax collection, 
private tax collection, army tax collectors, and regular government tax 
men. Sulla's “special agent,” as he was called, was a highiy skilled spe- 
cialist with the arrogance of a bureaucrat and the power of a military 
executioner. Taxpayers lost all inclination to evade this combination of 
power. Special agents have emerged time and again in the course of 
history, surviving in the modem age as “fiscal police,” or simply “spe- 
cial agents,” using the title first given by Sulla over two thousand years 
ago. 

Mithridates fostered two more rebellions before he finally disap- 
peared from history. One of them was a relatively minor disturbance in 
Bithynia on the north coast of Turkey, but the story is worth telling. 

When the king of Bithynia died he left his entire kingdom to the 
Roman Senate. The Bithynians had been loyal to Rome during the first 
revolt of Mithridates and they enjoyed tax immunity. The gift of the 
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Silver tetradrachma bearing the portrait of Mithridates, Rome's most formidable tax rebel. 
He challenged Roman colonial taxation in Greece and Asia, and his revolts came close to 
overthrowing Roman rule in the eastern Mediterranean region. He obtained strong support 
for his struggle against Rome by offering cities that joined his cause a tax moratorlum of 
five years. 


kingdom to Rome seemed like an appropriate way to show appreciation 
to the ever-so-generous Senate. 

The king did not realize the legal implications of this provision in 
his will. As a new Roman territory, Bithynia would no longer have tax 
ımmunity. It now had the same legal status as land that had been for- 
felted to Rome as punishment for rebellion. Bithynia was open for new 
taxation or rental in whatever form the Senate desired. This blunder by 
the king's lawyer was probably history's worst example of estate plan- 
ning. 

Roman publicani soon arrived to extract revenue with their usual ar- 
rogance. The surprised population revolted and called upon Mithridates 
for help. Roman legions eventually arrived to gueli the rebellion, and 
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Mithridates took to flight. We have no record of any reprisal taken 
against the rebellious kingdom, nor do we have any indication of what 
happened to the inept lawyer who drew the will. 

Other cities lost their tax immunity to the publicani. When the Roman 
Assembly granted the publicani the exclusive right to collect 10 percent 
harvest tax in the east, this decree, in effect, annulled a number of sena- 
torial charters and treaties which granted tax immunity. Protests from 
these cities were ignored. From that time forth the publicani were con- 
stantly pressuring the Senate to renege on its treaty commitmenis. Cic- 
ero condemned the practice with these words to the Senate: “What a 
disgrace to our government! On this occasion even a pirate could have 
improved upon the Senate's good faith.” 

The senators answered Cicero by arguing that they needed the money 
and were Justified by expediency. To this Cicero replied: “But will peo- 
ple forever incorrigibiy see advantage in what is wrong? Governments 
cannot do without the splendid reputation and good will of their allies. 
So how can unpopularity and infamy possibly be to their advantage?” 

Cicero's condemnation of the Roman Senate for overriding its tax 
treaties would apply today to the United States, which does the same 
thing and for the same reasons. U.S. Senator Paul Sarbanes (Maryland), 
like the Roman senators, excuses this for even more outrageous reasons. 
He reasoned that since other countries are on notice the word of the U.S. 
government in its tax treaties is no good, how can they complain” The 
remarkable similarity between superpower Rome breaching its tax 
treaty commitments and the United States doing the same thing, for 
similar reasons, two thousand years later, should fascinate those who 
are intrigued with unusual examples of history repeating itseli. 

The tax immunity granted by the Senate in its treaties did not mean 
complete freedom from Roman taxatlon. An emergency 2 percent 
wealth tax could be assessed to support a Roman army passing through 
any tax-İree locality. 

The publicani started in decline when Sulla began using special 
agents to collect his punitive taxes ın Greece. Thereafter, hostility de- 
veloped against them in all the provinces. An Asian governor named 
Gabinius refused to sit in judgment on any lawsuits involving publicani. 
A tax agent or collector without police power is not much more than a 
solicitor for donations. Gabinius would not even tolerate publicani pres- 
ence in any city he visited. After the example of Sulla he put the gov- 
ernment back into the tax business, but not with special or regular tax 
agenis. 

The publicani had become lazy and started to subcontract tax collec- 
tion to the cities to be taxed. The city would then collect the tax and pay 
it to the publicani who would then pay Rome and retain a large profit as 
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middleman. It became apparent to Gabinius that the publicani were not 
necessary anymore.!9 In the past the publicani engaged in the difficult 
job of actually assessing and collecting taxes—that is what they were 
being paid to do. Now, by using subcontracts they were becoming use- 
less middlemen, leeching on the tax process by reducing the govern- 
ment's revenue and increasing taxpayers” burdens. In short, the publi- 
cani were becoming obsolete. Gabinius sensed this and started to cancel 
publicani subcontracts with the cities. Immediately thereafter he would 
negotiate the same contract with the city, eliminating the publicani and 
benefiting everyone else. 

The Roman Republic died in the course of the great civil wars that 
erupted after Sulla. These wars were fought between rivals for a strong 
man to succee€d Sulla. The Republic had no place for an emperor, but the 
political crises of that era created a vacuum of power which fostered dicta- 
torship. Constitutional checks are ineffective against tyrants when people 
want or believe they need a dictator. Roman generals were retuming home 
with the blind loyalty of their soldiers. They were Sulla's soldiers or Cae- 
sar”s soldiers first, and Roman soldiers second. The rich spoils of war they 
enjoyed came from their commander, not the Roman Senate. 

These semi-private armies in an era of chaos made the establishment 
of a military dictator inevitable. Cicero summed up this sad state of 
affairs shortly before his brutal murder, after the death of Caesar: 


Rightly are we being punished. For if we had not allowed the crimes of 
many to go unpunished, this one man would never had dared to act in such 
an outrageous manner. A few people have inherited his estate but many 
scoundrels have inherited his ambitions.... And soin Rome only the walis 
of her houses remain standing... our Republic we have lost forever.!! 


Cicero's remarks were even more prophetic than he could have imag- 
ined. Strong men, kings, and generals would direct the course of civili- 
zatilon—not just through the Roman era, but for the next two thousand 
years. Democracies and republics would not play a dominant role in 
civilization until the nineteenth century A.D. 

Two powerful generals followed Sulla—Pompey and Julius Caesar. 
As we noted, Pompey was sent to the east to defeat the pirates who 
seized control after Rhodes declined. To finance his armies, Pompey 
instituted heavy taxation on the provinces in the easti—a poll tax on all 
men and slaves, a household tax, and military reguisitions for every- 
thing he needed. To aid in these exactions he established “special 
agents” after the example of Sulla. He seized publicani money asa 
“loan” even if the money was tribute for the Senate. When Pompey 
finished, Cicero described Greece in these words: “Cities which had 
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been İlourishing in the past now lay before my eyes in ruin.” Cicero 
had a special reason to be bitter. His own funds on deposit with the 
publicani in Ephesus were seized by Pompey as a “loan.”” 

Julius Caesar replaced Pompey and adopted a new tax policy. He be- 
lieved the road to provincial peace was modest taxation, not plunder. 
Vanguished cities were not to be crushed with taxation after the manner 
of Sulla and Pompey. Caesar purchased loyalty with reduced taxes and 
refunds. In Asia he remitted one-third of the taxes collected by the pub- 
licani the previous year. He learned from Gabinius and started to nego- 
tlate tax agreements with the cities. The Jews were jJubilant over Cae- 
sar s new system. Said Josephus: “Caesar, consul, hath decreed, that 
the Jews shall possess Jerusalem, and may encompass that city with 
walls ... and that the tribute they pay be not let to farm, nor that they 
pay always the same tribute.”!3 

Caesar's system was flexible—the agreed amount of tax was subject 
to renegotiation if the harvest was poor. Because of this benevolent tax 
policy the Jews filled Caesar's military granaries at Sidon. For the first 
time in over 150 years Rome's relations with her rich eastern provinces 
were peaceful—but then came the Ides of March, 44 B.c. 

The murder of Caesar darkened the tax story of the east once again. 
Brutus went from city to city seizing everything he could lay his hands 
on. Cities that resisted were sold into slavery. In Rhodes al! the ships in 
the harbor were taken; everyone was ordered under penalty of death to 
surrender all personal silver, gold, and jewels. Special agents seized the 
wealth of Roman citizens and publicani residing in that region. This repe- 
titlon of Sulla's harsh methods 1s an ancient example of Adam Smith's 
observation, “There is no art which one government sooner learns from 
another than that of draining money from the pockets of the people.” 4 

Mark Anthony was even worse. After he defeated Brutus, he de- 
manded a double tax İrom every city that supported Brutus, to which 
one cynic replied: “If you can take a tax twice in a year, you can give us 
summer twice and the harvest twice.” The people of the east remember 
Anthony as “a reckless and hard-hearted robber,”!5 who stripped 
Greece of money, slaves, livestock, and grain. When the battle of Ac- 
tum was over, the victorious Octavian went to Greece to establish his 
authority. He was so aghast at the pitiful state of the people that he gave 
them all of the grain he had on reserve for his military forces. 

The grain Octavian gave to Greece was no doubt welcome and des- 
perately needed, but the peace he brought to the world was his greatest 
gift of all, along with a reduction of taxes and the final elimination of 
the Roman publicani. But this was not without a price. All representa- 
tive government passed away. Caesars would rule for the next fifteen 
hundred years. And for this tragedy, who and what was to blame? The 
tax system of the publicani. 
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Augustus: Master Tax Strategist 


The splendid alter built to the “Augustus Peace” on the field of Mars was 
a symbol of the fact that peace had overcome war and was not the promi- 
neni feature of Augustus's rule. 


—Rostovtzeff, Roman Empire 


If we were to try to select the most outstanding Roman of all time, 
Caesar Augustus would be a likely choice. In an age dominated by war, 
he chose peace, and he achieved the most lasting peace ever enjoyed by 
the human race. He also dismantled the five-hundred-year-old war- 
prone Republic and put a stop to further Roman imperialism. When di- 
vine titles and the crown of emperor were offered to him, he rejected 
this glorification and accepted the simple title of First Citizen. The po- 
litical achievements of Augustus, as well as his lasting peace, were 
products of his astute management of taxation. Augustus may have been 
the most brilliant tax strategist of all time. 

Augustus destroyed the power of the Roman Republic by redirecting 
the cash flow of the tax money. In the past it had gone to the Senate; in 
the future it would go to the First Citizen. It was believed until recentiy 
that taxes from the older senatorlal provinces were under the control of 
the Senate, but recent scholarship indicates this was only a formality. 
The traditional revenue chests for the Senate were available to Augustus 
as if he were the owner. 

Augustus did not change the format of Roman government. The Sen- 
ate was still the sovereign ruler of the state, but Augustus was emperor 
in fact, if not in law, and he overpowered the Senate at every turn. He 
brought peace and order to a war-torn Republic. The military spirit of 
his legions, which forged the best fighting force in the world, became 
the spirit of the new Roman government—and like it or not, it worked. 
Perhaps the period of Pax Augustus (Peace of Augustus) is support for 
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Arıstotle's observation that the best form of government is the absolute 
monarchy, where the monarch is wise and just. 

The most important change in administration came with the rise of a 
tax bureau under the control of Augustus. Starting with Pompey and 
Caesar, the power of government shifted to the military because tax rev- 
enues shifted from the Senate to the generals. The riddle of why the 
Senate declined and how the Republic died is solved by the answer to 
the guestion of who controlled the tax money. The Senate's revenue 
wells dried up in the civil war. When the war ended, it was the First 
Citizen who had the money to run the state, that is, to provide bread 
and entertainment for the mobs in Rome, provide pensions for the army, 
make public improvements, and see to every other municipal need. 

Unül recently we did not know how Augustus cut off the cash flow 
to the Senate. In Republic times governors rendered an accounting to 
the Senate of the tribute they collected, and it was deposited in special 
money chests under the control of the Senate. Strong generals, however, 
accounted to no one but themselves. Pompey and Caesar collected tax 
moneys and used them as they saw fit. The main reason Caesar elimi- 
nated the publicani in the east was not to please a colonial people but 
rather to seize the Senate's money. Under the auction contract, the pub- 
licani were responsible to the Senate; Caesar was responsible to no one 
once the publicani were removed. 

Egypt gives us another clue to what happened. When Augustus seized 
Egypt from Anthony and Cleopatra, the richest lands in the world were 
ın his hands. This great country became his personal estate. Its grain 
from harvest taxes would feed Rome. Gold from Ptolemy's treasury 
was minted into a coinage, with the image of Augustus. The Senate was 
on the outside looking in. 

Wealth from the older senatorial provinces was also under the control 
of Augustus. He did this by appointing a personal revenue representa- 
tüve to take charge of tribute and taxes. As soon as the publicani were 
eliminated he followed the practice of his father and negotiated tax 
agreements with the cities and provinces. Governors could be replaced 
at his will, and taxes were no longer under their control. Senatorial 
provinces, like senatorlal money chests, became a matter of name only. 

The publicani passed away with the Republic—not because of their 
bad behavior but because the government could negotiate its own con- 
tracts, called pactiones, with provincial cities for local collection of trib- 
ute. This was an ancient example of job elimination by new technigues. 
With respect to indirect taxes—customs, sales, rents, etc.—the central 
government replaced most of the publicani by appointing energetic 
businessmen, called conductores, to collect taxes on commerce. At first 
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Caesar Augustus, the first emperor of Rome, was probably the most brilliant tax strategist 
of all üme. 
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they received a commission, but after a time they worked free like all 
patriotic, independently wealthy citizens in the public service. 

In the Republic, provincial tax obligations were set out in a charter 
between the province and the Senate. The existing system was seldom 
changed; it was simply redirected to work for the Romans. Tax-farmers 
were injected into the system to look out for Roman interests. This pro- 
duced a hodgepodge of taxation spread out over the empire. The publi- 
cani were about the only common denominator for the system. 

To develop a more uniform system, Augustus decreed that the entire 
empire should be appraised for tax reform. A great census would be 
taken to register everybody and everything. This census is recorded in 
the New Testament: 


And it came to pass in those days, that there went out a decree from Caesar 
Augustus, that all the world should be taxed.... Andall went to be taxed, 
everyone to his own city. 

And Joseph also went up from Galilee, out of the city of Nazareth, into 
Judea, unto the city of David, which is called Bethlehem: (because he was 
of the house and lineage of David). To be taxed with Mary his espoused 
wife, being great with child. (Luke 2:1—5) 


The King James version uses the word “taxed” which means to be 
registered for tax. Joseph and Mary were simply being registered with 
their property for future tax assessmenis. 

The registration ordered by Augustus did not mean that taxes were to 
be controlled by the central government. To the contrary, the census 
involved a decentralization of the tax system. Individual taxpayers 
throughout the empire would never again face Roman tax men. Tax col- 
lection was to be a local matter, administered by local people. The cen- 
sus let the Roman government know how much wealth and how many 
people were in the empire. With this information Rome could make a 
more eguitable assessment against every city and leave collection meth- 
ods for local administration. Previously, Roman publicani created a di- 
rect link from taxpayers to the central government. The new system of 
Augustus took the Roman government out of the process of assessing 
and collecting taxes on an individual level. 

The primary innovation of the new system was an adaptatilon of the 
final publicani practice of subcontracting. The emperor's revenue repre- 
sentative Would negotiate a contract, or pactiones, with each city using 
the census as the basis for negotiations. There was no resistance to this 
new system devoid of publicani. Says historian Rostovtzeff: 


The cities were glad to get rid of the exactions of the publicani. They had 
had their full measure of suffering in dealing with those sharks, and they 
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were therefore willing to help the state in collecting the taxes of their dis- 
tricts.! 


The cities were free to tax in any manner they liked. We continue to 
hear of publicans and harvest taxes of a tenth or a fifth. Local govern- 
ments could use local tax-farmers if they wanted to. Matthew, the apos- 
tle, was a local publican, or tax collector. He was apparently at his tax 
office, collecting customs, when Jesus called him (Matt. 9:9). 

The new tax system promoted decentralization of all government. 
Carpetbaggers from Rome began to disappear. If there was a problem 
involving Rome and the local populace, it was most often handled by 
local city governments. This process of decentralization may have been 
the key to the success and long life of Pax Romana. 

An inheritance tax was instituted by Augustus to provide retirement 
funds for the military. It was assessed at 5 percent on all inheritances 
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Caravaggio's The Calling of St. Matthew (1597). Christ gestures to Matthew, a simple 
local tax man, seated at a tax table with his companions counting money. A shaft of light 
calls Matthew for a new life, out of darkness (Matt. 9:9). 
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except for gifts to children and spouses. The tax was productive because 
many rich Romans left their estates to friends and adopted children. 
Modern inheritance tax laws are derived from the system of Augustus. 
The British and Dutch made reference to the inheritance tax of Au- 
gustus when they adopted their systems in the seventeenth century. Ex- 
emptions or reduced rates are common for gifts to children and spouses. 

A sales tax in Rome supplemented the inheritance tax. The rate was 
4 percent for slaves and | percent for everything else. When the Romans 
grumbled about these new taxes, Augustus threatened to re-establish the 
old citizens” war-tax. After Augustus died, the sales tax rate was cut in 
half. In A.p. 40 the sales tax was abolished altogether by Caligula with 
a flourish of trumpets. Sometime later it was revived, but we have no 
record of the time or the emperor who reimposed it. 

Tax-farming by Roman Publicani Corporations was not completely 
abolished by Augustus and the early Roman emperors. Tacitus, a 
Roman historian who wrote around A.n. 100, gives an account of Roman 
senators who persuaded Nero in A.D. 58 to abandon his idea of abolish- 
ing all indirect taxes (customs) because of the “many companies” es- 
tablished during the Republic which were still farming these taxes, and 
that it was necessary to preserve them in order to “balance income and 
expenditures.”? The Romans had budget problems just as we do. Unfor- 
tunately, we do not know anything about these publicani. They proba- 
biy operated in the western regions, far removed from the civil wars and 
turmoil in the East, which brought an end to the publicani in the eastern 
Mediterranean. 

As an alternate means of tax reform, Nero made a number of im- 
provements, which brought cheers İrom the senators: 


I. Tax regulations, heretofore confidential, would be made public. 

2. There would be a one year statute of limitations on the recovery 
of tax defaults. 

3. All Praetors in Rome and Governors in the provinces must give 
“special priority” to cases against tax collectors. 

4. Merchant ships would be exempt İrom property tax assessments. 


There were also “other excellent provisions,” says Tacitus, “but they 
were soon evaded.”? We have no information on what these provisions 
were, or how or why they were evaded. The Romans had a long history 
over many centuries of trying to reform their tax system, which so fre- 
guentiy misfunctioned. One recurring policy was to crack down on er- 
rant tax men.“ 

Unlike our practice, in Rome's better days taxpayers” interests were 
of prime consideration. Sometime around A.D. 35 the Emperor Tiberius 
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recelved a reguest to increase provincial taxes. We do not know what 
increase was reguested, but Tiberius replied that the governors should 
“have my sheep shorn, not skinned alive.” 

The Roman press jolined in the attack on oppressive tax men. Here 
are the words of one Roman writer of that day: 


The rulers of the cities must stop breaking the necks of the cities by contin- 
uous and heavy taxes.... They choose on purpose the most merciless of 
tax collectors, full of inhumanity.... 

Recently a man was appointed tax collector among us. When some of 
those who were supposed to owe taxes fled... he carried off by force 
their wives and children, their parents and the rest of their families. The 
tax collector did not release them until he had tortured their bodies with 
racks and wheels and had killed them with newly-invented devices of 
death.“ 


The above incident may not have been as brutal as reported, but the 
important point is that the press, the emperor, and the people were no 
longer willing to tolerate abusive revenue agents. Assaults on revenue 
agents were So freguent that soldiers had to accompany most tax men— 
not to assistin collection but to protect them from assaults by taxpayers. 
In the British Museum there is a İragment of a papyrus (Papyrus No. 
10, 171) which indicates that misbehaving tax men were punished by 
crucifixion on the very spot of their misdeed. 

Finally, informers were hired to spy on corrupt revenue officials. The 
penalty for excessive tax collection was fixed at ten times the excessive 
tax, 40 percent of which went to the informer. These harsh measures 
against corrupt tax officials were important in bringing peace to the 
provinces and sustaining Pax Romana. Taxpayer contentment was un- 
guestionabiy more important than revenue collection, unlike modern 
practice. 

Tax moratoriums were İreguently used if harvests were poor. The em- 
peror would declare a moratorium and defer tax collection for a few 
years. Here 1s an edict of Hadrian (A.D. 135) to Egypt (Oslo Papyrus No. 
786): 


Since I have been informed that this year again, just as it did last year, the 
Nile has risen rather insufficientiy and incompletely.... I have deemedit 
necessary to bestow a benefaction on the farmers.... May good fortune 
attend! Know that the money tax due for this year shall be distributed... 
over five annual payments.... The mode of paying semi-annualiy is al- 
lowed those wishing to do so.? 


Taxes were also reduced for a village 1f any farmer fled. A notice of 
flight was filed by the villagers: 


Augustus 105 


To... village secretaries...my brother... fled abroad possessed of no 
other taxable assets. | therefore submit this memorandum reguesting that 
he be entered on the list of fugitive paupers from the current sixth year of 
Tiberius.8 


The freguency of tax moratoriums and eguitable adjustments were 
also important safety valves for maintaining taxpayer contentment. The 
revolts under Mithridates had taught the Romans that angry taxpayers 
were a greater threat to peace than the barbarlans of the north. Never in 
history had a government made such a conscientious effort to make its 
tax system palatable to taxpayers. Pax Romana was to a large extent a 
tax-pax-Romana. 

In the second century a.n. the emperors were flooded with petitions 
for a complete remission of tax delinguencies. When it became clear 
that these taxes could not be paid, Hadrian, in A.p. 118, and Marcus 
Aurelius, fifty years later, announced from the Forum with the blare of 
trumpets that taxes would be cancelled. To make the decree irrevocable, 
Praetorlan guards burned the tax records in the presence of the emperor. 

Historlans consider the two hundred years from Augustus to Marcus 
Aurelius (30 B.c. to a.p. 180) as the high-water mark of Roman great- 
ness. Gibbon said it was the greatest period of peace and prosperity ever 
enjoyed by the human race. Roman cities spread across Furope for a 
thousand miles. They were nice places to live in with well-paved streets, 
large fresh-water agueducts, market places, and little crime. Sports 
arenas, temples, gymnasiums, and amphitheaters were the pride of most 
cities. Pirates and robbers disappeared. Small wonder that historlans of 
the past have praised the grandeur of life during this time. 

Pax Romana was not always peaceful. Ugly and oppressive Roman 
administrators caused revolts that reguired strong military action. In 
A.D. 60 in the British Isles, Boadicea, gucen of Fast Anglia, led a revolt 
that slaughtered every Roman soldier for a hundred miles. London was 
seized and 80,000 people were killed. Roman historians describe Boadi- 
cea as possessing “greater intelligence than often belongs to women.” 
She assembled an army of 230,000: 


She was very tall, in appearance most terrifying .. . around her neck was 
a large golden necklace... she now graspedaspear... and spoke as 
follows. 


“For what treatment is there of the most shameful or grievous sort that 
we have not suffered since these men made their appearance in Britain? 
Have we not been robbed entirely of most of our greatest possessions, 
while for those that remain we pay taxes? 

“Besides pasturing and tilling for them all our other possessions, do we 
not pay yearly tribute for our very bodies? How much better it would be 
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to have been sold to masters once and for all than possessing empty titles 
of freedom, to have to ransom ourselves every year? How much better to 
have been slain than to go about with a tax on our heads!”? 


Even the Roman historlans, who placed little value on the female psy- 
che, had to admit, that “for a woman” she was very intelligent. Unfortu- 
nately, her male generals did not measure up to the Romans, and they 
were defeated by a small but well led Roman force, resulting in Boadi- 
cea's death. 

After Boadicea's defeat a special commission was set up by Nero to 
make a study. The commission blamed corrupt Roman administrators. 
New leaders were appointed by Nero. Peace followed and Britain settled 
down to along period of guiet Roman rule. 

Ten years later, in A.D. 70, a revolt in France was also triggered by 
corrupt Roman administration. After the revolt was crushed, the Roman 
general Cerialis (who also defeated Boadicea) spoke to the French 
people: 


The tranguility of peoples cannot be had without armies, nor armies with- 
out pay, nor pay without taxes.... There will be vices as long as there are 
men. But they are not everlasting, and they are compensated by the inter- 
val of bettertimes... let the lessons of fortune in both its forms (good 
and bad) warn you not to prefer rebelliousness and ruin to obedience and 
security.'9 


As with the revolt in Britain there were no reprisals. Roman political 
wisdom once again dictated that rebellious taxpayers should be pacified 
with a policy of conciliation and reason. 

The reader should note the contrast between the exhortation of Boadi- 
cea to her people to resist Roman taxation, and the speech of General 
Cerialis to put up with bad taxes and leaders. These two speeches repre- 
sent the argument for rebellion and the argument for peaceful tolerance 
of bad tax laws. Throughout civilization's five thousand years of written 
history, this has been the dilemma for all oppressed with bad taxes, and 
there is no easy answer for the taxpayer. 

The great era of Roman peace passed away with the death of Marcus 
Aurelius in A.D. 180. By the time Marcus came to power the decay of 
the empire was irreversible. His Meditations are full of gloom as he 
struggled to save Rome. If there ever was a philosopher-king with the 
gualifications set down by Plato it was poor Marcus. If unselfish service 
is the key to good government, then Rome should have had no troubles 
under Marcus. When his treasury was bare, rather than increase taxes 
he spent a number of months auctioning off his vast personal fortune to 
pay for the cost of running the government. Marcus saw taxation as the 
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root of Rome's troubles. He sent advisors to the provinces to persuade 
local government to spend less money and collect fewer taxes. When 
he made peace with the tribes along the Danube he did the absolutely 
unprecedented: he granted them immunity from Roman taxation. Mar- 
cus accepted the barbarians” plea that taxes were an affront to their lib- 
erty. 

Marcus was obsessed with the idea that taxes were too high. When 
his soldiers demanded extra pay after a great victory, he made this fa- 
mous reply: “Anything that you receive over and above your regular 
pay must be exacted from the blood of your parents and relatives.”! 

All over the empire Marcus was confronted with demands for lower 
taxes. When minor relief was granted to some cities, one Roman senator 
spoke these passionate words at the Senate: 


I move, therefore, that our special thanks be expressed to the two emper- 
ors, who by salutary remedies, disregarding the interest of the fiscus, have 
restored the shattered state of the cities and the fortunes of the leading 
men, which tremble on the verge of utter ruin.”? 


Taxpayers and soldiers were at the brink of rebellion, and Marcus and 
his empty treasury were caught in the middle. His cancellation of tax 
debts helped cool angry taxpayers, but it only intensified the revenue 
deficiencies of the government. The great period of Pax Romana came 
to an end because the finances of the empire were in a shambles and 
no amount of benevolence could correct the economic defects in the 
revenue. 

Perhaps the most tragic error of all was Marcus's selection of a suc- 
cessor. Throughout the period of Pax Romana the emperor chose a suc- 
cessor from the most capable men in the empire. The Roman empire 
was not a monarchy until Marcus. He appointed his son Commodus as 
his successor. The son had none of the great gualities of his father, con- 
firming the Japanese proverb, “Great men have no seed.” Great leader- 
ship may have saved Rome, but greatness was one guality Commodus 
did not have. After he was murdered by one of his closest advisors, a 
pattern of cruelty, murder, and incompetence enveloped the imperial 
throne as Rome fell under military anarchy for the next century. 
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The story of its ruin is simple and obvious; and instead of enguiring why 
ihe Roman Empire was desiroyed, we should rather be surprised that it 
had subsisted for so long. 


—Gibbon, Decline and Fall of the Roman Empire 


If we were living in the third century a.p. we would probably have 
lamented the terrible decline and impending fall of the Roman Empire. 
The two hundred wondrous years of Pax Romana had evolved into 
chaos. One military coup after another befeli the imperial throne. The 
average life of each emperor was about three years, or until a new mili- 
tary strong man offered more money to the soldiers. This merry-go- 
round of emperors was like an auction sale with the soldiers selling their 
loyalty to the highest bidder. The emperor Septimius Severas (A.D. 193— 
211) summarized the situation in his dying words to his sons: “Live in 
harmony, enrich the soldiers and scorn all others.”! 

The survival of the Roman Empire was probably because of the 
strength of her cities. The intensive decentralization under Augustus 
shifted the strength of the Empire to the cities. When the central govern- 
ment was in chaos the welfare of the people in most of the Empire was 
not in jeopardy. 

As might be expected, the tax system of Augustus broke down. The 
tax moratorlums, burning of tax records, and the auctioning of the em- 
peror's personal wealth all attest to the failures of the system. Even 50, 
the real collapse came in the third century when the government in 
Rome accelerated its policy of devaluing the currency to the point 
where the Roman denarius became practically worthless. By the time 
of Septimius (A.D. 210) the silver content of a previously pure denarlus 
was 50 percent; sixty years later the silver content was 5 percent. Natu- 
rally, prices soared. A bushel of wheat which cost ten denarii in A.D. 
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200, cost two hundred denarii seventy years later. In A.p. 344, a bushel 
cost two million denarii.? 

The tax system of Augustus was based on a stable currency. Provin- 
cial taxes were payable in denarii which kept depreciating. New ap- 
praisals could not keep up with inflation. In order to survive, the gov- 
ernment fell back on four somewhat obscure revenue devices: the gold 
crown, the liturgy, the inheritance tax, and military reguisitions. 


I. Gold crown or gurum coronarium. In the days of the Republic the 
provinces adorned victorious Roman generals with gifts of gold 
crowns. Caesar on one occasion received 2,992 such crowns 
weighing 22,414 pounds. The treasure was immediately melted 
down and minted into gold coin with Caesar's image. From this 
the gold “crown” was born which has survived to this day in the 
coins of the monarchies of the world. 

Gold crowns became an enforced obligation when the emperor 
needed them: the birth of a son, a military victory, or any other 
real or imaginary event was enough to trigger this tax. Finally, it 
became an annual affair fixed at 1,600 pounds, allocated among 
the cities of the empire. 

2. The liturgy came to life as another enforced obligation. The ten 
leading men in every city, called decurions, were drafted into a city 
council which was responsible for the needs of the government. 
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3. The inheritance tax was made universal. The emperor Caracalla in 
A.D. 212 granted Roman citizenship to everyone so they would 
come under Augustus's inheritance tax law. Rates were increased 
to 10 percent, and there were no exemptions. 

4. Military reguisitions, called indiction, provided the legions with 
their basic needs. This is the most arbitrary form of taxation be- 
cause it falls on the unlucky victim who happens to be nearby and 
has what the army needs. 


These four inflatlon-proof devices permitted the government of Rome 
to survive. Rome's runaway inflation was similar to what happened in 
Germany in the 1920s. The denarius, like the mark, was rendered 
worthless by a government that used printing press money to meet its 
demands. The Germans used paper; the Romans used copper. As a solu- 
tlon the Roman government ignored the denarius. Taxes would be paid 
in things a government needed. After all, this was the way taxes were 
before money was invented. 

Businessmen in the private economy had abandoned the denarius 
long before the government had done so. The denarius was just one of 
many ways to pay for something. When fiscal systems collapse, men 
instinctively turn to these primitive but trustworthy mediums of ex- 
change. In 1980, when inflation was raging, investors turned to gold and 
silver as anxiety grew within our society over the prospects of worthless 
money. 

As the denarius faded away these new systems of revenue set the 
stage for dramatic changes within the Empire. A leader was needed to 
put these new revenue devices in a permanent, workable form. That 
leader was Diocletian. Like Augustus he reorganized the Empire and 
restored order to Rome—>but, unlike Augustus, he centralized and na- 
tionalized the state to achieve his ends. Augustus achieved peace by dis- 
mantling the army, decentralizing the state, and reducing taxes. Au- 
gustus was a patron of laissez-İfaire. Diocletian moved in the opposite 
direction—centralizing the state, accelerating tax rates, and nationaliz- 
ing everybody and everything. Roman citizenship after eight hundred 
years was to finaliy lose its liberties—not to an alien power, but to the 
very government that was supposed to protect it. 

On the eve of Diocletian's reorganization, the empire was in a state 
of complete disorder. The government was collapsing from a worthless 
currency. The soldiers refused to accept the debased coinage as pay, 
and tax collectors refused to accept it as payment. Law and order broke 
down, the seas were infested with pirates and the roads with robbers. 
There were terrible peasant revolts, and farmers were driven from their 
homes by “voracious tax collectors” who refused to accept the emper- 
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or's money as legal tender. The government, whether the army or civil 
ser vants, fell back on forced reguisitions and forced labor. They had no 
other choices. In A.p. 245, an Arab leader named Philip petitioned the 
emperor for help, complaining of these illegal seizures: 


We are suffering .. . illegal exactions beyond allreason.... Soldiers, pow- 
erful men from the cities, and our own officials leave the highways, de- 
scend on us, take us from our work, seize our plough and oxen and ille- 
gally extort what isnotduetothem.... our resources are exhausted and 
the lands deserted.? 


Historlans often condemn Diocletian for having doused the torch of 
liberty the Greeks and Romans passed on to civilization. But this indict- 
ment may not be altogether fair if the salvation of the Roman Empire is 
of importance. Martial law is not only an accepted tool to govern an 
unruly state, it is the only tool known. Diocletian was simply using the 
best known method to combat disorder: compulsion. 

Diocletian tackled inflatlon with military commands. He ordered 
prices to remain stable under penalty of death. To Diocletian's surprise 
prices kept rising. When price controls failed to work he fell back on 
the indiction in a modified form. The government would use an eguita- 
ble system of reguisitions to replace the denarii. Money would no 
longer be accepted as legal tender for tax obligations. Wheat, barley, 
meat, wine, oil, and clothing would be the commodities in which taxes 
would be paid. In short, why not have taxpayers make their payments in 
what the government needed? Why use money at all? Said Rostovtzeff: 


It was much simpler to leave aside the work of centuries |Rome's tax sys- 
tem) and to introduce the most rough and primitive system of assessment 
which had ever existed. Every soldier could understand it, although any 
fool could see that in this case what was simple was not fair and just.“ 


To set up this system of taxation in kind, Diocletian started where 
Augustus started: he made a census. When the censors came 
around—as they did every few years—the people knew taxes were in 
the making. In the past, lands were re-evaluated and the tax rolls 
brought up to date. This time things were different. In the first place, all 
of Italy would be reguired to take part. There would be no more tax 
immunity. Romans living in Italy were to lose the freedom from direct 
taxation which they had enjoyed for almost five hundred years. 

After the census was taken the Roman government started the long 
and tedious job of valuing farming operations, based on what the farm 
should produce rather than what it did produce. Old monetary terms 
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like the denarius were replaced with units of production called an 
iugum. In Syriıa a schedule of land classification has been found. An 
iugum was 12.5 acres of prime land, 25 acres of second class land, and 
37.5 acres of third class land. Can you imagine the disputes that arose 
over whether or not a farmer's land was first, second, or third class? In 
time, all kinds of variables and adjustments were developed. What 
started out as a fairly simple tax idea turned into a Frankensteinian 
monster when applied to reality. But this system should not be judged 
too harshiy, at least not by us. Compared to our income tax laws, Di- 
ocletian's system was simple. 

Diocletian's system gave birth to a monstrous bureaucracy. The state- 
ment appears in many ancient texts that the number of tax agents was 
greater than the number of taxpayers: 


The number of those receiving pay was so much larger than the number of 
those paying taxes and that because of the enormous size of the assess- 
ments. The resources of the tenant farmers were exhausted, fields were 
abandoned, and cultivated areas transformed into a wilderness.ö 


The fourth-century writer Lactantius goes on to say that the courts 
were swamped with tax litigation: 


Very few civil cases came before all of these, but only condemnations and 
freguent confiscations, and there were not merely freguent but perpetual 
exactions of innumerable things, and in the process of taxation, intolerable 
wrongs.“ 


Farmers started to abandon their farms 1f they did not like their classi- 
fication. The new system was endangered by the fundamental right of 
all Roman citizens to move about the Empire as they pleased. Freedom 
of movement had been a right of citizenship since Rome was founded 
on the Tiber a thousand years before. This freedom distinguished 
Roman farmers İrom the Royal peasants of Egypt. Unfortunately, Di- 
ocletian's new tax system could not work unless everybody stayed 
where they were. Land taxes could not be paid unless farmers stayed on 
their lands. So to make the system work, the thousand-year tradition of 
freedom of movement of Roman citizens was destroyed. All farmers, 
their children, and their children's children were bound to the land for- 
ever. Totalitarianısm was the final order of Diocletlan's new order for 
Roman farmers. This is not unusual. İn time the reader will discover 
that civil İiberties are adjusted to a tax system; the tax system is not 
adjusted to civil İiberties. 

Since it was not possible to store surplus for future years, the system 
produced history's first governmental budget. Foodstuffs would spoil so 
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the tax rate was limited to the current needs of the government. Each 
year the central government would order all Roman administrators to 
submit to Rome their needs for the coming year. The total estimate 
would then be divided up, pro rata, among the tax units of the Empire. 
On September first the government would announce 1ts tax rate for each 
iugum. This was harvest time. No farmer knew in advance what his tax 
would be. Enforcement became a matter of life and death for the state. 
Taxes must be collected or soldiers would rebel and plunder the coun- 
tryside. Tax delinguencies could not be tolerated. It was not just taxpay- 
ers who were under compulsion, but tax collectors as well. The primary 
tool of enforcement for the whole system, taxpayer and tax collector, 
was the death penalty. 
Here are the words of an Egyptian edict introducing the tax: 


Diocletian and Maximian... having learned that the levies of the public 
taxes are being made haphazardiy, so that some persons are let off lightly 
and others overburdened, have decided to root out this most evil and bane- 
ful practice for the benefit of their provincials and to issue a deliverance- 
bringing rule to which the taxes shall conform. Accordingiy, the levy on 
each iugum according to the classification of the land.... The magistrates 
of every city have been ordered to send out to every village and every lo- 
cality a copy of the divine edict together with the schedule. And also the 
collectors of each revenue are reminded to uphold the tax law with all their 
might; for if any should be revealed to have transgressed, he will risk the 
death penalty.7 


The most fascinating aspect of the above edict is the preamble, which 
sounds as if Diocletian is about to introduce a reform law to remedy 
imperfections and lighten tax burdens. Modern governments do the 
same thing. New tax laws which increase taxation through “reforms” 
usually come with proclamations of glad tidings for taxpayers. 

Constantine, who followed Diocletian, brought Christianity to the 
Roman world. He may also have given the world the first income tax 
on commerce. The production taxes of the ancient world bypassed the 
merchant since he did not produce anything. İn A.D. 306, Constantine 
instituted a general tax on commerce and industry, a direct tax which 
few escaped. At Antioch a cobbler whose only asset was a knife is listed 
among the taxpayers. The tax was paid every four years, apparentiy 
based on the value of the commercial operations. Gibbon said the tax 
was “extremely rigorous in the mode of collecting,” and often taxpay- 
ers were “compelled by the impending scourge to embrace the most 
abhorred and unnatural methods of procuring the sum.” Which means 
that many taxpayers had to sell their children into slavery in order to 
raise the necessary funds. Why? Because the tax was payable in gold 
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and silver, the regular commercial tender for slave sales. Gibbon's anal- 
ysis of this tax, in 1788, is peculiarly applicable to modern income taxes 
on commerce: 


The secret wealth of commerce and the precarlous profits of art and labor 
are susceptible only of a discretionary value, which 1s seldom disadvanta- 
geous to the interest of the treasury .. . the payment of the imposition, 
which in the case of aland tax may be obtained by seizure of property, can 
rarely be extorted by any other means than those of corporal punishments.8 


What Gibbon 1s trying to point out is that land taxes are only enforced 
with liens, whereas income taxes reguire the use of corporal punish- 
menits in addition to liens. No one 1s punished by fines or imprisonment 
for refusal to pay land taxes, while our income tax system depends on 
the threat of imprisonment as a primary means of enforcement. 

Roman tax men may have used racks and scourges to collect this tax. 
Torture of some kind would have been necessary to drive parents to sell 
their children into slavery. Constantine 1s reputed to have prohibited the 
use Of torture for tax collection, which suggests that the practice was 
not uncommon. In place of torture Constantine proposed the use of a 
“spacious and airy prison as a place of confinement,” thus instituting 
the first record of imprisonment for tax evasion. This “free and open 
confinement” was really a kind of house arrest. Seventeen years later, 
even imprisonment for tax evasion was abolished. In a revised decree 
repealing imprisonment, Constantine said, “It shall suffice for a delin- 
guent tax-payer to be summoned to the necessity of payment by the 
seizure of pledges” (A.D. 353). It is not surprising that imprisonment 
was first used to enforce a kind of income tax on commerce. Actually, 
imprisonment was humane for the times. Diocletian used capital pun- 
ishment routinely. Many Christian martyrs executed during this period 
may have died for tax rather than religious crimes. The decrees punish- 
ing the Christians contain words such as, “we ordain that their property 
be confiscated to our treasury,” or “see that their property is attached 
to our treasury and that they are committed to the mines of Phaeno.”!9 

The estates of senators were tax-immune, but in order to be a senator 
a special tax, called a gleba, had to be paid annualiy. It was payable in 
units of elght, four, and two, probabiy in pounds of gold but we are not 
sure. A senator who could not pay the minimum tax was reguired to 
resign from the Senate. 

Finally, there was a tax to avoid the draft of animals or men into the 
legions. Since a draft is basically a tax of labor, the tax to avoid the draft 
was a tax for tax immunity. Gold was the reguired means of payment; 
conseguentiy, only the rich could afford legalized draft avoidance. 
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Constantine added to the gold supply when he became a Christian. 
He seized the gold in all the pagan temples in the Empire and melted it 
down for a coinage and thereby, along with the taxes in gold coin, put 
Rome on a gold standard. Gold has remained the basis for all sound 
revenue systems since that time, despite arguments by modern govem- 
menis to the contrary. Compare the value of the Swiss franc with other 
currencies since Nixon took the dollar off the gold standard. All Swiss 
francs are backed by a fixed percentage of gold, a practice ridiculed by 
the go-go fiscal whiz-kids in London, Ottawa, and Washington, but in 
the minds of the investors and bankers of the world, gold has always 
been the basis of sound currencies. 

The bondage of farmers was finally extended to workers and artisans. 
The cobbler and all his descendants were to make shoes forever. His 
sons were to marry cobbler's daughters. The final product was the com- 
plete enslavement of Rome's economic classes—they became castes to 
make the tax system work: 


The emperors of the fourth century, and above all Diocletian, grew up in 
the atmosphere of violence and compulsion.... They took their duties 
seriously, and they were animated by the sincerest love of their country. 
Their aim was to save the Roman Empire, and they achievedit.... They 
never asked whether it was worth while to save the Roman Empire in order 
to make a vast prison for scores of millions of men. "! 
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Rome Falls: Was It Tax Evasion? 


A dangerous vicious circle comes into action. İncreased state expenditure 

on the army, the bureaucracy, in welfare state commitmenis brought about 

a continual unbearable tax pressure. Tax pressures grew heavier and the 

tendency to evasion—illegal or legitimate—on the part of high officials 
and large landowners, was increased... and was the end of the state. 

— Aurelio Bernardi, 7he Economic Problems of the 

Roman Empire at the Time of Its Decline 


In the early months of 1942 headlines in American papers read: 
“Wake Island Falls,” “Corregidor Falls,” “Singapore Falls.” These 
headlines stunned the Allied world during those dark days of World War 
II. Had London fallen, too, it would have had the same shattering effect 
achieved in A.p. 476, when a barbarian king named Odovacar seized 
Rome. 

It was not the first time the city had been sacked by raiders. Odova- 
car's occupation of Rome was significant because of Its political impli- 
cations. For hundreds of years the focal point of Western civilization 
has been centered in Rome, the Eternal City. After a.p. 47/6 Rome would 
cease to be all that important. New stars were rising. 

The much-touted Fall of Rome has been dramatized by writers for 
centurles. lt has been said that each new generation inguires into the 
causes that led to the collapse of Roman power. We ponder the death of 
Rome as some great calamity which was not only shocking but ominous 
for mankind. 

Roman civilization did not end with the Fall of the Roman Empire. 
When the city of Rome declined as a unifying and dominating political 
force, the great civilization of these people made a new departure. Even 
today, Roman civilizatlon is very much alive. We still think and act like 
Romans in the way we govern ourselves, make war, and collect taxes. 
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It is absurd to suggest that Rome is gone, like Egypt. Only the political 
power of the city is gone; all the rest merely underwent a metamorpho- 
sis. Caesars have roamed the earth for the last fifteen hundred years. 
There has hardiy been a moment in history when we have not been 
without at least one of them. 

It has been suggested that Rome fell because of depopulation caused 
by disease, wars, soil exhaustion, over-taxation, or even sin. The list of 
causes bringing about the decay of the Roman Empire is a long one, 
including such things as too much wealth, class warfare, race suicide— 
the adulteration of the Roman race by inferior races—social leveling, 
poor generals, and the influx of barbarians. You can pick whatever cause 
you like and point to that as the cause of the empire's collapse. In the 
fifth century A.D. the empire had undergone many changes from the 
early days. There was a bundle of causes, and no single factor can be 
pointed out as the sine gua non of Rome's fall. 

In the eighteenth century the discoveries of Newton and other early 
scientists made an impact upon the study of history. It was believed that 
the causes controlling the motion of the planets had counterparts in the 
historical process. The French philosopher Montesguicu, whose politi- 
cal ideas influenced the founding fathers of America, expressed the 
thinking of that day in these words: 


There are general causes, moral and physical, at work in every monarchy, 
which elevate and maintain it or work its downfal!; all accidents are the 
result of causes; and if the chance of a battle—that is, a special cause—has 
ruined a state, there was always a general cause at work which made that 
state ready to perish by a single battle.! 


Montesguicu had the Roman Empire in mind when he made this ob- 
servation. The deeper social and economic causes of the Fall of Rome 
will always be subject to debate. The immediate causes, on the other 
hand, are not obscure. 

The English historian Edward Gibbon took up the challenge of that 
day when he wrote his monumental Decline and Fall of the Roman Em- 
pire, a book that is still in print. Today, scholars and historlans shy away 
from what they call “Gibbon's problem,” asifit no longer concerns us. 
Historians are supposed to stick to factual matters and avoid such ivory 
tower pursuits. Historians who do not are considered radical and, their 
scholarship is sometimes branded as specious. 

To the list of “causes” of the demise of Rome, one more subject must 
be added: tax evasion. The immediate cause of the Fall of Rome to the 
Vandals was rampant and uncontrolled tax evasion within the Roman - 
state. If the Roman government at that time had had sufficient revenues 
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to maintain an adeguate military force, the marauding band of barbar- 
lans would not have been able to enter the Italian peninsula, let alone 
sack Rome. The city of Rome fell because it could not defend itself 
against a third-class military force. There was sufficient wealth in the 
social order to have raised and sustained a strong military force, but 
such a force did not exise—because the tax evaders had all the money. 

The problem began with Diocletian and his great social and economic 
reforms. These reforms produced a greatly enlarged military and civil 
bureaucracy for Rome. In the century that followed, Rome flourished. 
With a military force of over half a million men, there was little chance 
for the success of an Odovacar, or anyone else, for that matter. Rome 
was unguestionabiy invincible and capable of defending itself against 
any invader. Diocletian's reforms had made Rome strong. The army's 
strength had doubled and doubled again, but so had the revenue de- 
mands of the state. As tax demands increased to support the monstrous 
bureaucracy, the natural instinct in men to avoid heavy taxation moved 
the economy of Rome into the direction of tax evasion. 

Throughout most of the fourth century the bondage of Diocletian's 
tax system turned tax collectors into slave masters. Emperor Constan- 
tine's chief tutor describes how tax assessors summoned peasants to the 
town sguare and applied torture and made children give evidence 
against their parents, wives against their husbands, and servants against 
their masters; they extorted by blows exaggerated tax returns which 
they then made even higher by placing children and old men on the tax 
rolis of small farmers.? 

Besides his own tax burdens, the small independent farmer lived in 
fear of having his neighbor's taxes passed on to him because of collec- 
tive tax responsibility. If farmlands were abandoned, tax men trans- 
ferred those lands to adjacent farmers along with the tax bill that went 
with them. For the small farmer, private ownership became intolerable. 
To obtain relief, small farmers found they could transfer their lands to 
the nearest military chief or large landowner and rid themselves of tax 
obligations. The peasant farmer was better off. Tied to his land, he 
would still live in the same house, farm the same land, use the same 
animals. Only the tax picture had changed. The tax man would now 
have to deal with his master, who had the wherewithal to handle any 
Roman tax man. 

To check the flight of small landowners, the Roman government 
passed laws prohibiting the merger of small farms into larger estates. 
But big landowners had no trouble avoiding this law by bribes andan 
assortment of legal tricks. If nothing else, big landowners could pur- 
chase small farms at forced tax sales, or simply offer to pay any delin- 
guent taxes to the government if a merger were legitimized. 
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Large landowners evaded their taxes through a variety of legal and 
illegal devices. Bribery was used to obtain low assessments. Most im- 
portant were tax amnesties. Shortly before the Fall, tax amnesties were 
granted for the years A.p. 401, 411, 434, 445, 450, and 458 which 
would indicate that the Roman fiscus was not collecting much tax. 
These amnesties were highlighted by a public buring such as, “We 
command that the documents of superfluous tax assessments be 
burned,” or “In order that the very memory of delinguent taxes may 
perish from the carth.”? Amnesties usually covered accumulated delin- 
guencies. Big landowners would simply stall the tax collector and use 
their influence to lobby another amnesty through the Senate. At the 
same time the g/eba, or tax on senators, was abolished along with sales 
taxes and inheritance taxes. Lobbyists for tax avoidance were hard at 
work tearing down the revenue system. 

We first came upon the decurions in the early days of the Empire 
when the ten richest men in every city were appointed to a city council, 
a curia, to look after Rome's revenue system. Later this group became 
a kind of municipal senate, expanding to the richest one hundred men 
in every city. Besides tax collection they were responsible for the mili- 
tary draft, government mail, grain transportation, and any other needs. 


partly caused by the evading of tax obligations by the rich and powerful, who were able 
to have the government cancel their debts, followed by a burning of their records, at the 
Forum. 
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The curia, along with the small farmers, were the backbone of the 
Roman state. 

Like the small farmer, the revenue burdens of the curia became intol- 
erable, and they also took to flight. Rich decurions could buy a seat in 
the Senate and enjoy perfect tax immunity for all time. The less affluent 
had a more difficult task. To avoid taxes, some of them became officers 
in the legions, others became clergymen or joined the Roman civil ser- 
vice. Many probably joined the ranks of the peasant farmers. 

The government tried to check the flight of the decurions by a series 
of laws ordering them back to the city councils from whence they came. 
There was a twenty-year statute of limitations in this new law. A decu- 
ron who had taken flight could remain in his new post only if he had 
been there for at least twenty years. 

As might be expected the great race to evade taxes brought an end to 
the liturgy. The rich no longer shared their wealth with the community. 
The process of redistributlon of wealth reversed itself. Furthermore, the 
race and struggle for tax evasion produced a class of corrupt senators 
whose wealth was based on their ability to abuse the tax system and 
corrupt public officials. This was not the wealth of energetic and cre- 
ative entrepreneurs who were skilled in commerce and agriculture, but 
rather the wealth of men skilled in bribery, fraud, and political manipu- 
lations. 

Without the burdens of taxation or public charity, these big landown- 
ers built enormous villas that were autonomous, lavish, and fortified, 
and a prison house for thousands of farmers who had become serfs. 
These tax evaders were as corrupt and mean as the Roman state they 
were tearing down. The ugiy Rome of Diocletian split into a myriad of 
little Romes, each with its own Caesar, legions, and slaves. Rome was 
like a mother cancer cell that passed its vicious propensities on to its 
children. Even the term vicious may be an understatement. Salvian, the 
bishop of Marseilles at the time of Rome's fall, describes the deca- 
dence, cruelty, and evil the tax system had created in a once humane 
society that loved liberty. Even assuming some exaggeration, Salvian's 
picture of Rome on the eve of the Fall is of a society lacking all sense 
of civilized decency. Any individual with any degree of humanity fled 
to the barbarlans.* In time the Roman aristocrat with his powerful villa 
became the medieval lord with his manor. The medieval world was only 
a step away. 

A number of able emperors tried to correct abuses within the revenue 
system to stem the flight of taxpayers. Informers were outlawed. Op- 
pressive tax agents were to be burned alive in public. Governors were 
to make special audits on the reports of tax agents. In A.p. 320, Con- 
stantine initiated a decree decriminalizing the tax law: 
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İn connection with the payment of taxes due, no person shall fear that he 
will suffer, at the hand of perverse and enraged judges, imprisonment, 
lashes of leaded whips, weights, or any other tortures devised by the arro- 
gance of judges. Prisons are for criminals.... In accordance with this law, 
taxpayers shall proceed with security.” 


Not only were taxpayers” sins decriminalized, but the later published 
Theodosian Code of Laws, under Constantine, decreed that “If any per- 
son shall complain in court that payment has been unduly exacted of 
him or that he has sustained any arrogance and if he should be able to 
prove this fact, a severe sentence shall be pronounced against such tax 
collector. ”© 

The laws the Roman emperors adopted to correct revenue abuses 
were impressive, but the evil to be corrected was the revenue system 
itself. As a result, the legislation was as severe in form as it was ineffi- 
cient in substance. 

The policies of Julian (A.D. 360) were an exception to the punitive 
methods used by other emperors to solve Rome's revenue problems. 
Julian's approach was extraordinary for any age. To reduce government 
spending he discharged masses of government workers. Tax rates were 
reduced, and most important, tax immunities, exemptions, and amnes- 
tiles were cancelled, since these practices did not benefit the small peas- 
ant farmer. Thousands of small tracts of land were sold to poor farmers. 

For the soldiers, Julian refused to increase their pay, but he did make 
certain they were paid on time. He tried to improve the garrisons on the 
frontier by enlisting better troops, and he died leading them in battle 
trying to improve their morale. 

For the decurions in the cities he decreed that the gold crown tax, the 
coronarium, be made voluntary as it was originally. To reduce military 
expenditures he sought new weapons and military hardware so the num- 
ber of military personnel could be reduced without weakening the 
strength of the army. He even sought the advice of scholars and asked 
for their opinions on how to reduce the costs of government. Julian saw 
Rome's problems as economic and financial, centered in an erroneous 
policy of excessive spending and taxation. When Julian's local adminis- 
trator in Gaul (France) demanded the right to increase taxes because (as 
he asserted) land and poll taxes were inadeguate, Julian responded that 
“he would rather lose his life” than increase taxes. Julian then con- 
ducted his own investigation and concluded that the regular taxes were 
more than enough and he refused to permit any new taxes. The contem- 
porary historian, Ammianus, who reported this event, commented: 
“And so it came to pass then and thereafter, that through the resolution 
of one courageous spirit no one tried to extort from the Gauls anything 
beyond the normal tax.” 
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Had Julian lived, it has been suggested that he might have saved 
Rome. As it turned out, his successors soon abandoned his constructive 
programs and reverted to the policy of coercion to solve Rome's reve- 
nue problems. The two remaining escape routes for the small taxpayer 
from the state's outrageous taxatlon were closed. The ancient right of 
asylia, which had protected abused taxpayers since the days of the pha- 
raohs, was denied to taxpayers by a Christian emperor in A.n. 392. A 
few years before, another Christian emperor made it illegal for a smali 
free farmer or merchant or worker to renounce one's liberty in order to 
place oneself under the patronage of a great landlord, and thus avoid 
taxation. Bondage to the tax man (tax slavery) was to many worse than 
bondage to a lord (chattel slavery). 

Shortly after Julian's death the army was reintroduced to collect 
taxes. The expenses of a military tax bureaucracy were high, and to 
meet this cost taxes were doubled, with the 100 percent increase going 
to pay the military collectors. Zosimos, a Greek historlan living in Con- 
stantinople, in his Historia Nova, describes the horrors that evolved to 
collect the five-year gold and silver tax on small merchants: 


As the fatal time approached, all the towns were seen in tears and grief. 
When the tax period arrived, the scourge and the rack were used against 
those whose extreme poverty could not support this unjust tax. Mothers 
sold their children, and fathers prostituted their daughters, obliged to ob- 
tain by this sorry trade the money which the collectors of the |taxJ came 
to snatch from them.3 


In the early Republic, the small citizen farmer served as a patriotic 
duty without pay. He was the best fighting man in the world for centu- 
ries. In the last century of the Empire the guality of the legions changed. 
The frontier garrisons were composed of either misfits İrom Italy or bar- 
barians who were concerned with securing their own territories, not 
with protecting the Empire. Conscription was used as a tax dodge. 
Farmers were taxed on the number of workers on their land. When new 
conscriptees were needed, farmers would send off their misfits or pur- 
chase worthless slaves to satisfy the government's demands. This way 
they kept their best workers, eliminated their bad ones, and reduced 
their taxes. The government eventually made it illegal to buy up slaves 
to satisfy conscription obligations. 

The better troops had enough influence to be stationed at home. It 
was the misfits who were sent off to fight border wars. They were so 
inept that one ancient writer lamented what a pity it was to watch them 
fight, “knowing how much they cost.”? The decline in the power and 
moral strength of the legions had been going on for two hundred years. 
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Tacitus observed in the early second century, “Their strength was cor- 
rupted by luxury in contrast to the ancient discipline and maxims of our 
forefathers, in whose day valour formed a better foundation for the 
Roman state than money.” 9 

The prevalence of crippling taxation prior to the Fall of Rome has led 
many historlans, in all ages, to suspect that Rome, like so many great 
empires, taxed itself to death. Recently, the tax theory of the Fall has 
become unfashionable among many scholars—perhaps because of our 
own tolerance for heavy taxation. No one likes to think we are writing 
our own obituary when we draft modem tax legislation. If our civiliza- 
tilon is to be destroyed, we like to think it will happen Hollywood- 
style—a cataclysmic event like an atomic war, an ecological blunder, 
or some other dramatic happening. Certainly not something so simple 
and dull as everyday taxation. 

A few modern scholars still hold to the tax theory as the cause of 
Rome's fall. A prominent Cambridge scholar summarized Rome's pre- 
dicament this way: 


The army could not be enlarged because the land could not stand further 
depletion of manpower; the situation of the land had deteriorated because 
taxes were too high; taxes were too high because military demands were 
increasing.!! 


Other European scholars agree. There was discovered among the un- 
published manuscripts of the late A.H.M. Jones of Oxford, a leading 
economic scholar of Rome, a treatise entitled, “Over-taxatlon and the 
Decline of Rome,” which has been published along with his other stud- 
ies of the Roman economy. He saw high taxation as an important cause 
of Rome's demise, citing the Christian historlan Lactantius, “The re- 
sources of the farmers were exhausted by outrageous burdens of all 
taxes, the fields were abandoned, and the cultivated land reverted to 
waste.”!? Why? Because the taxpayers had fled. Many to the lands of 
the barbarians. As one group said, “We will flee to some place where 
we may live as free men.”'3 The contemporary scholar Salvian of Mar- 
seilles, France, wrote in A.n. 440 that the Justice and humanity of the 
Goths (French barbarians), greatly exceeded that of the Romans— 
government as well as citizens. He saw the coming collapse of Rome 
with the real weakness to be crushing taxation, the cruelty of the ruling 
classes, and the rapacity of the government. He noted at that time that 
the treasury of Rome was bare. “Where are the riches of Rome? The 
imperial finances are in a state of indigence and the treasury reduced to 
misery.” 14 

A modem Italian scholar actually pinpoints tax evasion as the critical 
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cause. He pointed to a vicious cycle of disappearing taxpayers in one 
form or another coupled with a growing and increasingliy costly tax bu- 
reaucracy to fight evasion. When the peasants were taking flight, the 
wealthy classes were, through legal and illegal means, evading their 
taxes. This flight of small taxpayers coupled with the evasion of big 
taxpayers 


showed itself in the course of the fifth century. The bankruptey of the enor- 
mous State at the same time as the small privileged groups, while they 
evaded taxation, heaped up riches and created around their villas economic 
and social microcosms, completely cut-off from the central authority. It 
was the end of the Roman world. It was the beginning of the Middle 
Ages.'5 


One of the newer theories suggests Rome's demise came from a soar- 
ing death rate which caused the population of peasants to decline.'9 The 
peasants were dying from malnutrition for not having enough to eat— 
sort of like the millions of peasants who died in Stalin's Russia in the 
1930s. The Roman peasants didn't have enough to eat after the tax man 
took the lion's share. What most scholars have seldom analyzed is that 
behind so many of these “causes,” taxatlon can be found. Whether 
death from starvation or flight to the Goths, taxation played its part. 
Even the decline in humanity—the viciousness and cruelty among Ro- 
mans towards each other—was but a reflection of the government's vi- 
ciousness towards all citizen taxpayers. 

The undermining of liberty was also crucial. The people of the Em- 
pire had great traditions of liberty, from the Republic, reflected in the 
writings of Cicero, to the laws of the Empire, found in the Justinian 
Digests, which said, “Liberty is a possession on which no evaluation 
can be placed.”!7 And again, “Freedom is beloved above ali things.” !8 
The goddess of Liberty appeared on Roman coins. Ancient historles 
refer from time to time to the Temples of Liberty in which the goddess 
is a central figure, but these references were all during the time Roman 
citizens were tax immune.!? When Diocletian and later Roman emper- 
ors shackled Roman citizens with tax bondage, the coins and temples 
had long since vanished. The goddess reappeared in America on coins, 
and the giant Statue of Liberty in New York harbor was not Just a gift 
from the French, but a concept from the Romans. 

In the final analysis, Rome's Fall may have been grounded on psy- 
chological factors most of all. After Rome's sack in A.p. 476 by the 
Vandals, there was no popular movement to revive the Empire. Suc- 
ceeding emperors tried and failed for lack of grass roots support. Patrio- 
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tism, sacrifice, and love of country, which Montesguicu saw,? was 
missing—having been choked to death by Diocletian's tax system. Peo- 
ple from all walks of life no longer needed or wanted the government 
of Rome anymore, and her citizens simply did not care if she sur- 
vived—The Eternal City was no longer first in the hearts of her people. 


Part HI 
The Middle Ages 


Most Roman taxes disappeared in the West by the eighth century A.D. 
The early kingdoms of medieval Europe did not have the expertise to 
operate the revenue systems of the Romans. The old Roman land tax 
did have some usefulness if a king wanted to exterminate someone. The 
undesired person would be appointed land tax collector and sent out to 
collect delinguent land taxes. That unfortunate fellow seldom returned. 
In the seventh-century Chronicals of Fredegar (a primary source for 
our knowledge of the early medieval period in Northern Europe), we 
leam of a Frankish gucen's scheme to liguidate a rival, which records, 
“So that Berthold would die all the more guickly, they sent him to cer- 
tain cities and districts in the kingdom for the purpose of collecting 
taxes.”! Berthold did not die, however, for he went forth with three hun- 
dred armed men for protection. 

İndirect taxes and tolls multiplied and provided feudal lords with 
what revenues they needed. These taxes, however, stifled commerce, 
and the decline of civilization in the West may have been the fault of 
the tax system as much as the overemphasis on the world-to-come. 

Byzantium and Kievan Russia became the new centers of civilization. 
They also emphasized the other world, but their taxes on commerce 
were light, and money was welcome. Trade, which was almost nonexis- 
tent in the West, was active and healthy in the Fast. This explains why 
the Eastern Roman Empire lasted an extra thousand years. 

When Islam burst forth on the world in the seventh century A.p. the 
promise of reduced taxes in a decadent Roman world may have had 
greater appeal than the promise of a paradise to come. Islam ceased to 
spread when converts were not offered a tax break. Just a coincidence? 

İn the medieval world tax customs petrified into fixed sacred demands 
on the government as well as the taxpayer. As the modern age began to 
emerge these revenue systems were inadeguate. Kings desperately 
needed more wealth, but kings who created “unheard-of taxatlon” in- 
vited rebellion. Kings had to search for new ways to raise revenue out- 
side the local Christian populace. They turned on the Jewish community 
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Peasants paying toll for passing a bridge. From a fifteenth-century glass painting in the 
Cathedral of Tournai, Belgium. 


and fleeced it until there was little visible Jewish wealth left. They stole 
from the church whenever possible. Eventually, when all other avenues 
were exhausted, the concept of new taxation “by consent” was discov- 
ered as a means around the prohibition against “unheard-of taxation.” 

Kings who obtained taxpayers” consent to new taxes had to grant 
something in return. This bargain for taxes became fundamental to the 
process of government, and with it our forefathers purchased their lib- 
erty with taxes—and begucathed it to us. 


13 


Islam: Death or Taxes for the Infidel 


In the name of God, the Merciful and Compassionate. Become Moslem and 
be saved. If not, accept protection from us and pay the poll tax. If not, | 
shall come against you with men who love death as you love wine. 


—Moslem general to the Persians, a.n. 633 


Shortly after the Roman Empire died in the West, a new and exciting 
religion burst forth on the world. It had the vitality of youth and a theo- 
logical simplicity that has made it the envy of most Christians in all 
ages. Armed with the Koran and the sword, the armies of Muhammad 
swept through the Middle East, North Africa, and Spain. They seized a 
large portion of the territory of the Roman Empire, but unfortunately 
they sguabbled among themselves, and their vast empire fragmented 
and split into separate kingdoms and caliphates. 

At first, the Muhammadans came as liberators and brought relief to 
the inhabitants of an over-taxed and enslaved Roman world. As a result, 
the Moslem armies were often outnumbered on the field of battle but 
victorious. Most territories did not put up much of a fight. 

In Persia the new believers were the Zoroastrlans; it was from this 
religion that the astrologers or wise men came to give homage to the 
infant son of Mary in Bethlehem. The Zoroastrians were, however, bur- 
dened with heavy taxes and it was not too difficult for them to accept 
the religion of Islam.' But the largest body of new believers came from 
Christianity. For over 250 years Christianity was the state religion of 
Rome, hence the Roman Empire—the empire the Moslems expanded 
into—was Christian. Nevertheless, the Christians were shackled to the 
old brutal Roman tax system. The first great caliph said to them, “All 
who would accept his religion and pray his prayers, would be relieved 
of the poli tax.”? This was not an offer to choose between Christianity 
and Islam; it was really an offer to choose between bondage and free- 
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In less than 120 years, with an offer of tax immunity, Islam spread very guickiy, 
expanding into India in the Fast and coming to a halt at the Atlantic Ocean in the West. 
The main loser was Christianity, which was tied to the oppressive Roman tax system. No 
religion, before or since, has spread so far, so fast. Was the tax immunity, rather than 
religious ideology, the cause of this miraculous conversion? 


dom. lt is easy to understand why Christianity lost. One early historian 
at the time made this observation: “Because of the heavy K/haraj |taxJ 
and grievous burdens, many of the rich and poor denied the faith of the 
Messiah (Christ|.”3 

Once in power the Moslems struggled to establish an effective gov- 
ernment. They lacked the genius of the Romans—especialiy the genius 
of Augustus—who taught the world for all time to come that an effec- 
tive ruler must have a tight grip on the public purse. The Moslem rulers 
were supreme autocrats, more so than Augustus, but they made the fatal 
mistake of farming out taxation to local generals and governors. As can 
be expected, these rulers drained off most of the tax blood of the empire 
and reduced to a trickle the flow to the central government. The empire 
of the Caliphs withered from tax anemia as the Islamic world broke up 
into sub-empires of sultans, visiers, and local tax chiefs. 

The heart of the Islamic world was centered in the eastern portions 
of the Roman Empire. They took over the territories in Iran (Persia), 
Irag, Syria, Palestine, Egypt, North Africa, Spain, and some bits of Eu- 
rope itself. The land tax and poll tax were solidiy entrenched in all these 
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territorles, thanks to Diocletian and Constantine. The Moslems did not 
make any dramatic changes to these taxes, but they did humanize them 
a bit and case the burdens that were so oppressive to so many. 

The spirit of Moslem tax policy is well illustrated in the story written 
by a Moslem magistrate in an introduction to a book on the land tax 
which the Caliph had asked him to compile. 


“Seetoitthat you collect all the land tax | Kharaj) that is owing from them. 
Beware lest you let them off anything, beware lest they see any weakness 
in you.” Then he said, “Come to meat noon.” Sol went to him at noon 
and he said to me, “I only gave you the advice which I gave you in the 
presence of your charges.... but take care, when you come to them, not 
to confiscate their property, do not strike them, nor make them stand on 
their feet to collect taxes. Do not sell any goods belonging to any of them 
to cover any part of the land tax, for you are commanded to collect only 
their surplus. If you disobey my commands, God will punish you.” . . 
Then I took my departure, and I acted as he had commanded me, and when 
I returned, I had not reduced the yield of the land tax at all.* 


A similar policy of common sense was introduced when the Moslems 
took over Egypt. At that tüme the heavy land tax was payable only in 
gold and silver currency. Taxes were assessed against whole communi- 
tiles and there was a poli tax as well. The Moslem ruler, Amr, turned the 
collection and allocation of taxes over to the local native officials. Taxes 
could be paid in anything the peasants desired. It need not be gold or 
silver but could be in kind. Land covered with clover was exempt if 
Arabs were permitted to graze some of their cattle on these lands for a 
short season in the spring. The poll tax of two dinars a year, with ex- 
emptions for hard times, was limited to non-believer tradesmen.' 

The humanity in the tax policy of the Moslems was of utmost impor- 
tance. The Arabs brought peace and gentleness to an overtaxed world. 
They liberated the old Roman world from decadent, oppressive, and 
corrupt taxation. Nothing illustrates this better than the tax refunds they 
made to Christians and Jews in Palestine in A.p. 636. At that time the 
Moslems had conguered most of the lands of Judea, but their forces 
were overextended, and a large body of Roman troops was on the march 
from Antioch. At a war council the Moslems decided to evacuate most 
of the conguered territories. After this decision was made the Moslem 
leader called in the chief tax collector and gave him these instructions: 


You should therefore refund the entire amount of money realized from 
them and tell them that our relations with them remain unchanged but that 
as we arenotin a position to hold ourselves responsible for their safety, 
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Gold dinar, annual head tax for nonbelievers. This dinar is on display at the Kuwait 
National Museum. The inscription on the left reads: “There is no God but God alone. He 
has no associate.” On the reverse side it reads: “In the name of God this dinar was struck 
in the year eight and seventy” (the Islamic calendar began in a.n. 622, when Mohammed 
took to flight from Medina). 


the poli tax, which is nothing but the price of protection, is rekmbursed to 
them.“ 


Accordingliy, the entire sum collected from the Christian and Jewish 
communities was refunded to them. This affected the Christians to such 
a degree that tears trickled down their faces and, one and ali, they pas- 
sionately exclaimed: “May God bring you back to us.” The effect on 
the Jews was still more marked. They cried out with vehemence: “By 
the law and the prophets, the Roman emperor shall not take this city as 
long as the spark of life scintillates in our bodies.”? Its too bad the 
Jews and Moslems today don't feel that way. 

The Moslems used taxation to bring converts into the faith. The 
spread of Islam has been attributed to the sword and many historians 
harp on the Moslem cry of “Death to the infidel.” The Koran (9:29) 
certainly jJustifles that course of action. In practice, the Moslems acted 
guite to the contrary. Slaughter was not the normal modus operandi of 
even the most fanatical Moslems. Vanguished people were given three 
choices: death, taxes, or conversion to the faith. With these options it 
was not necessary for conguered people to lose their heads or their reli- 
glon. 

The Moslems modified Roman poli taxes by reducing rates and limit- 
ing their application to non-believers. This new tax policy probabiy 
brought more converts to Islam than either the sword or the Koran. Join- 
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ing the faith became an absolutely safe and sure way to avoid taxation. 
In time a shortage of revenue developed because of a shortage of infi- 
dels. We have the record of an Egyptian ruler pleading with the caliph 
to permit him to reinstate the poll tax on converts. Because of drasti- 
cally reduced tax revenues he had to supplement his treasury with 
20,000 dinars from his personal wealth.8 Conversion had become a seri- 
ous loophole in the tax system. This is an early example of the over-use 
of a tax avoidance device. Finally, Moslem rulers had to close the loop- 
hole, even if it meant annulling an important public policy. Spreading 
the faith was the noblest pursuit of all Moslems, but when pitted against 
diminishing tax revenues, this noblest of endeavors had to give way. In 
any contest between God and taxes (like the contest between liberty and 
taxes), even God must give ground. 

The poll tax, or jaliya, assessed against non-believers was based on a 
pact between them and the Moslem authorities. That pact was called the 
dhimma; it was similar to the pactiones of Augustus.? This contract 
spelled out the rights and duties of the parties. The primary duty of the 
non-believers was to pay his jaliya, not to strike Moslem men, and to 
keep his hands off Moslem women. He had to be a good Samaritan to 
Moslem travelers. If he did all these things, then he was assured of safe 
conduct and security in the Moslem world. He could practice his own 
religion, travel unmolested, and live and work how he pleased. 

The tax rates for the jaliya varied from time to time and from place 
to place. The earliest accounts indicate that the tax was fixed. In Egypt 
it was two dinars per adult male infidel. In other, less prosperous places, 
the payment of one dinar was most common as illustrated by this early 
account of the introduction of the poli tax in Tiflis in a.p. 642. (Tiflis 
is currentiy Tbilisi, the leading city in the former Soviet Republic of 
Georgia.) 


In the name of God, the Merciful and the Compassionate. This is a letter 
from Habib ibn Maslama for the inhabitants of Tiflis, in the land of Hur- 
muz, giving safe-conduct to you, your children, your families, your con- 
vents, your churches, your religions, and your prayers, on condition that 
you accept the humiliation (7| of the jizya at the rate of a full dinar for 
every household. You must not join separate households together in order 
to reduce the jizya which you pay, nor may we separate what is joined in 
order to increase the jizya which we receive.!9 


In other words: No tax evasion on your side and no tax oppression on 
our side! 

When the Moslems first moved into Persia, the leader of the Arab 
forces sent an advanced notice to the Perslans to become Moslems, or 
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choose between death and the poli tax. For most Persians the poll tax 
demanded by the Moslems was less burdensome than the established 
taxes. Only those in power stood to lose because they paid very little 
tax. A century later, when the Moslems were mopping-up the remaining 
Persian strongholds, a harder line was taken. By that time there was a 
sizeable Moslem population which had been discriminated against be- 
cause of their religious beliefs. The Moslem conguerors set out to cor- 
rect that situation. Here is an account of the introduction of the poli tax 
in one Persian city in A.D. 739; 


Indeed, Bahramsis (the Persian Kingl| used to favor the Magians; he fa- 
vored them and protected them and loaded their burdens (of taxation) onto 
the Muslims. Ashbdad son of Gregory used to favor the Christians, and 
Agiva the Jew used to favor the Jews and do the same thing. But I favor 
the Muslims; I shall favor them and protect them and load their burdens 
on to the polytheists. 

By the following Friday, 30,000 Muslims came to him who were paying 
a jizya poli tax, while 80,000 polytheists had been relieved of their jizya. 
He imposed it on them and removed it from the Muslims. Then he orga- 
nized the kharaj and imposed it where it belonged and levied it in accor- 
dance with the terms of the armistice."! 


The reference to the Jews being favored with tax exemptions is prob- 
abiy directed at the Jewish kingdom of the Khazars, north of Persia, 
which was established at this time. The Khazars followed the Moslem 
practice of taxing non-believers (Christüans and Moslems). This prac- 
tice caught hold in Western civilization and lasted a thousand years. It 
is a relative of the Greek practice of taxing the metics (foreigners) as 
opposed to locally born citizens. This religious relative of the metoikion 
was used by all religious groups in Western societies as a primary reve- 
nue source and as a stimulus to conversion. Tax devices are economic 
inventions and once a nation discovers a new revenue technigue that is 
highiy productive, other nations will guickly follow suit. William Pitt's 
income tax and Harcourt's estate duty are modern tax inventions that 
may have revolutionized the world more than the theories of Einstein. 

The poli tax in Persia was guite different from the poli tax in Egypt, 
perhaps because Egyptian economics was based on land and the land 
tax was the principal source of taxation. Persia was a trading natlon, so 
commercial taxes were most important. The poli tax in Persia was re- 
vised to fall heavily on commerce. Merchants paid an annual poli tax 
egual to 10 percent of the value of their stock in trade. The tax also fell 
on peasants and artisans; it was designed to tax the commercial wealth 
of the nation on a proportionate basis, that is, on the taxpayers” ability 
to pay. There were minimum rates for the poor and maximum fixed 
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limits for the rich, which permitted a wealthy merchant to pay the maxi- 
mum and avoid an audit and appraisal. 

The Moslems continued the Persian practice of stamping a tax receipt 
in indelible ink on the neck of the taxpayer. Jewish historians object to 
this practice because it was humiliating, which it was, but it did have 
some virtues. The indelible tax receipt on the taxpayer's neck was an 
excellent tax record. It assured the taxpayer against double payment and 
it was his personal passport for safe travel. A lost or misplaced tax re- 
ceipt could create serious problems. Archaceologists have unearthed a 
letter from one unfortunate Jewish traveler who was stranded because 
he had lost his tax receipt. The letter is a plea of desperation to his fam- 
ily to send him another tax receipt so he could return home. The tax 
receipt was the passport for the non-believers in the Islamic world. 
Without it the traveler could be in great peril. 

The story of the conguest of Irag sheds further light on the lack of 
order and uniformity in the poll tax. When the Moslems moved into 
Irag they attacked the headguarters of the Roman governor and ignored 
the other cities. They wisely reasoned that if they could take the capital 
city and oust the Roman ruler the whole country would fall into their 
hands. They laid siege to the city, and one night the Roman governor 
and his followers fled to the mountains. All that was left was a native 
Arab population. 

İn the peace treaty negotiated with the remaining Arab people, the 
Moslems were most gentle. They first offered them a treaty in which 
the tax was to be no more than they were able to pay. The local Arabs 
weren't about to submit to such an uncertain tax system. The early rec- 
ord states that, “The townspeople knew that they hadin their possession 
property and income that would disappear if they agreed to pay accord- 
ing to their capacity. They therefore refused anything but a fixed 
sum.”!2 When the Moslem commander saw how determined they were 
and the strength of their defenses he accepted their terms, and the city 
fell under the Islamic rule. 

Other parts of Irag neighboring on the border with Persia were treated 
differentiy. When the country first fell into Moslem hands, the poli tax 
was set at one dinar plus a guantity of wheat, oil, and vinegar. The suc- 
cessor Moslem rulers were impressed with the ease with which wealth 
could be amassed through taxation, so they greatly increased the tax. 
Here is an account (A.D. 637—641) of how they didit: 


Finding the taxes taken insufficient, he counted the heads of the popula- 
tion. Assuming that everyone worked with his hands, he made an estimate 
of his annual earnings, deducted what they spent on food, condiments and 
clothing, and deducted feast days throughout the year. He then found that 
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everyone had four dinars left. He therefore fixed this poll tax for all of 
them, treating them all the same.... He then taxed the lands in proportion 
to their nearness or farness. He levied one dinar on 100 jaribs (about three 
acres) of cultivated land if it was near, and the same amount on 200 jaribs 
if it was far. He also levied one dinar on 100 shoots of vine olive trees if 
near, or 200 olive trees if far. He called far that which was a day's journey 
or more, and near, that which was less than a day's Journey. 
Syria and Mosul were taxed the same way.!3 


At some later date a progressive tax was instituted in Syria and Egypt. 
The rates were four, two, and one dinar depending on one's ability. This 
three-tier system prevailed for over five hundred years. The rates 
changed from time to time, but the three-rate system continued in about 
the same proportions. İn these areas the tax was levied on all males over 
the age of puberty (fifteen years). There were exemptions for govern- 
ment and military workers, priests, hermits, the sick, and probabily for 
anyone caught up in hard times. 

It is difficult to make generalizations about the land tax (kharaj). 
Some authorities insist that it was abolished for believers Just like the 
poll tax and that the words were often used interchangeably. There is 
no guestion but that the land tax applied to everyone after the first cen- 
tury of the Islamic era. The mass conversion of native populations to 
Islam drained off a large percentage of all taxpayers. The Moslem poor 
tax and tithes were not sufficient to maintain the realm. The greed of the 
sultans and caliphs demanded that all sources of revenue be exploited to 
the utmost, so religious tax immunity passed away and the land tax once 
again came down on the peasants. Heavy taxation became the order of 
Islam as the day of a new age of tax gentleness passed into darkness. 

The Islamic world reached its limits when it took over Spain. The 
Pyrenees Mountains were a barrier they could not successfully pene- 
trate. Historians have said that the mountains were too formidable. It is 
also guite probable that it was not the mountains at all. Islamic imperial- 
ısm bogged down in Spain because in that region its tax system became 
most corrupt. Here is an early supply-side account of the cause of the 
failure of Islam in Spain: 


Ja'far ibn Yahya said, “The land tax is the tent pole of the realm. How 
great it becomes by Justice, how mean by oppression. 

“The guickest way to ruin a country, the disuse of the cultivated land, 
the destruction of the subjects, and the cessation of the land tax is by tyr- 
anny and extortion. A ruler who burdens his taxpayers until they cannot 
cultivate the land is like one who cuts off his own flesh and eats it when 
he is hungry. He grows stronger in one part and weaker in another, and the 
pain and weakness he brings on himself are greater than the ache of hunger 
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which he remedies. He who taxes his subjects beyond their capacity is like 
one who coats his roof with earth from the foundations of his house. He 
who makes a habit of cutting the tent pole will weaken it and bring down 
the tent. If the cultivators become weak, they cannot cultivate the land, and 
they leave it. Then the land is ruined, cultivation is weakened, and the tax 
diminishes. This leads to the weakening of the army, and when the army 
is weakened, enemies covet the realm. 

“I heard some of the old men of Spain, from the army |jund) and others, 
who said that the Muslims were victorious over their enemies and their 
enemies were weak and inferior as long as the tax-paying peasants were 
treated kindiy.... the land was distributed and assigned to the army in the 
form of 'igta. They exploited it and dealt kindiy with the peasants and 
cared for them as a merchant cares for his merchandise. The land flour- 
ished, there was plenty of money, and the armies were weli-supplied with 
eguipment and provender and weapons beyond what they needed. So it 
was, until in his last days Ibn Abi Amir reintroduced a fixed monthly pay 
for the army, took the money by force, and sent tax collectors to the land 
to collect it. They devoured the subjects and misappropriated their money 
and exhausted them, so that the subjects fled and could not cultivate the 
land. The revenues brought to the Sultan diminished, the armies became 
weak, and the enemy grew strong against the lands of the Muslims and 
seized many of them. The Muslims remained inferior and the enemy victo- 
rlous, ”'4 


The foregoing account explains why Islamic imperialism stalled in 
the West. İt was written a thousand years ago and the modern suggestion 
that the mountains were a formidable barrier does not enter the picture. 
The Moslem imperialistic machine became corrupt and oppressive and 
stunted the growth of Islam. 

Another cause of Spanish discontent with Moslem taxation may have 
been the introduction of a 5 percent excise tax, perhaps the world's first 
excise. Unfortunately, we know practically nothing about this tax until 
it emerged in Imperial Spain some centuries later. 

The chief spiritual and temporal ruler of Islam was the caliph, succes- 
sor to Muhammad and oriental despot. Muhammad did not have such 
an office in mind when his simple austere religion was preached in the 
world with its message of universal brotherhood. The caliphs and sul- 
tans were hardiy brothers to the common Arab. 

The caliphs developed an extravagant appetite for magnificent courts, 
enormous harems, gold overlay, silver, and jewels. The wealth from 
easy taxation corrupted them beyond all imagination. In their lust for 
riches the caliphs made the fatal step of farming out tax collection to 
their local governors (sultans) and generals, for a 20 percent override, 
which left 80 percent for the local ruler. The disease of extravagance 
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infected these local tax chiefs as much as the caliph. In time they devel- 
oped courts and riches to rival the caliph. 

The first fatal defect in the structure of the Islamic empire was its tax 
system. Lack of control over taxation turned the caliph into a spiritual 
figurehead with little temporal power. Without effective audit control 
the local sultan kept most of the tax money for his personal extrava- 
gance and the caliph's 20 percent was probabily less than 5 percent. 

Corruption wrought by too much tax wealth was the second fatal de- 
fect in the Islamic world. Tax discontent spread throughout the empire 
as greedy sultans demanded more and more taxes from their subjects. 
Islamic armies no longer brought liberation from oppressive taxation. 
They evolved into adjuncts of local tax chiefs and brought cruel physi- 
cal suffering to the local population, infidels and believers alike. Egual- 
ity was introduced into the tax system—not an eguality of fairness for 
all, but rather the eguality of oppression to all. This negative kind of 
eguality infected much of the communist world in this century. 

In Egypt the local sultan tried to increase taxation by 5 percent and 
triggered a major revolt. In reply to his reguest for more taxes, one cou- 
rageous advisor told the sultan that he could not ask for more taxes from 
the people when the “wife of the sultan wore on the day of her son's 
circumcision a dress worth 30,000 dinars, and that is only one dress and 
one wife!”!5 IncidentalIy, a dinar was originaliy a gold coin of consider- 
able value in the Moslem world. The one dinar annual poll tax was not 
a small sum, so the 30,000-dinar dress must have rivalled the sumptuous 
apparel of the richest monarchs of Europe and the emperors of Rome. 

A heretofore ignored aspect of Moslem history, and perhaps the key 
to Islam's phenomenal growth, was the use of taxation as an induce- 
ment to conversion. Moslem tax policy was the greatest proselytizing 
tool the religious world has ever known. Christian writers of the past 
have influenced our histories and explained Moslem growth—and ex- 
cused the collapse of Christianity—as the conseguence of a misunder- 
stood Islamic death sentence for non-believers. Scholars now recognize 
that that was not the real story: 


The pressures upon them to convert came not from the “sword” as Chris- 
tian polemicists used to maintain, but rather from the purse: Christians and 
Jews paid a special tax from which Muslims were exempt.!© 


Most Arabs and converts of that day were Christian; many were illit- 
erate and could not be expected to read and understand the Koran—but 
none of them were so illiterate that they couldn't understand the simple 
mathematics of no tax vis-â-vis the land and poli tax assessed against 
the non-believer. Christianity all but vanished from the Islamic world. 
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After a few centuries all of this changed, and believer and non-believer 
alike were caught in the tax vice of greedy sultans. The annual burden 
of one gold dinar easily moved upward to four dinars. One Moslem 
minister argued that a capital tax of two-thirds of the value of all the 
assets of Christians and Jews alike would be good for the empire. In the 
end, a 25 percent crop tax and fairly heavy capitation taxes shackled 
everyone. As taxes went up and spread to the believer, the expansion of 
the empire went down. This was hardly a coincidence. 

Besides the heavy increase in the tax rates and in the tax base (every- 
one becoming taxpayers), the manner and method of collection took on 
more oppressiveness. The jaliya was collected in a way to humiliate the 
Jews and Christians. In Egypt we have the fragment of a papyrus which 
says that the non-believer must bow before the tax collector as he pays 
his tax and that he is then to be given a blow on the neck, and a guard 
standing beside him is to “drive him roughly away.”!7 The Moslems 
had led the world right back to where it was before they had arrived on 
the scene. Only the names had changed. Moslem tax men ended up ri- 
valling the worst of the Roman Empire. Perhaps this picture of Moslem 
tax chiefs (visiers), written centuries ago, best illustrates the end prod- 
uct of their tax system: 


They were cruel rascals, inventors of a thousand injustices, arrogant and 
presumptuous.... They were the scourges of their age, always with a 
causeless insult ready in their mouths. Their existence, passed exclusively 
in oppressing the people of their time, was a disgrace to humanity.!8 
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Medieval Taxation: When Taxpayers 
Had God on Their Side 


God will surely punish anyone who reinstitutes an old tax, for that very 
day, the son of the man who reinstituted the land tax caught a fever and 
three days later died. 


—Pope St. Gregory |, Dialogues, circa a.D. 600 


After Rome collapsed, small farmers and artisans continued to sur- 
render to large landowners and military chiefs, only at this time the 
process was motivated by anarchy and lawlessness that prevailed in the 
countıryside. What started as a movement to exchange tax slavery for 
chattel slavery became a way of life for survival in a feudal world. 

The feudal system was based on contract. Initialiy, little revenue was 
generated by the feudal contract, which was a three-party arrangement 
with God as the third party. Tax provisions in feudal contracts were 
unalterable. The King of Tours, for example, made a covenant that he 
“would not burden the people with new taxes” (much like a modem 
politician). A count in his kingdom levied a new poli tax without the 
king's knowledge. An early chronicle records, “the king was horrified” 
and feared the wrath of God for having broken his covenant. The king 
destroyed the new tax roll, refunded all the taxes paid, and repented of 
his sin.! 

The King of Tours actions were understandable. Taxpayers in the 
Middle Ages had God on their side. Today, we are supposed to have the 
Constitution on our side, but, looking back, | think the taxpayers in that 
day had a superior arrangement. They had a kind of divine supply-side 
economics, One of the religious teachings in the medieval world was 
that the king who taxed excessively incurred sin, and would be punished 
by God. The King of Tours was looking out for his prosperity when he 
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Medieval taxation was often based upon a covenant between rulers and their subjects, with 
God as an important third party. Excessive tax collections were Sins against God. To 
punish this sin and to purge themselves of guilt, rulers such as William the Good of the 
Netherlands executed errant tax men. This graphic portrayal of such punishment, 7he 
Administration of Justice by William the Good, is the only surviving masterpiece of the 
seventeenth-century Dutch painter, Nicolaas van Galen. lt is in the Town Hall, Hasselt, 
Overijssel. 


refunded the excessive tax, for the other aspect of this belief was that 
the king who taxed modestly and justly would be blessed with sons, 
wealth in his domains, and riches in his treasury.? Isn't this what the 
supply-siders are telling us the laws of economics will do? In the medie- 
val world it was the laws of God that would create the prosperity, but is 
there really a difference? 

The count who levied the unauthorized poll tax that upset the King 
of Tours probably came out much better than a tax collector under Wil- 
liam the Good of the Netherlands, who collected excessive taxes from 
the people in his domain. William had the tax collector beheaded. A 
painting from one of the great Dutch masters of this execution can be 
found today in the city hall in Hasselt, Overijssel, in the Netherlands. 

Harsh and punitive measures against new or excessive taxation had 
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their origin in the Edict of Paris of a.n. 614, sometimes likened unto 
Magna Carta. This was a treaty between rival kings in the Frankish 
kingdom which spread over most of northern Europe, covering France, 
the Low Countries, and Germany. There was a large national assembly 
to reorganize the kingdom. What is significant is the following provi- 
sion in the edict against all new taxation: 


Everywhere, where a new tax has been wickediy introduced and has in- 
cited the people to resistance, the matter will be investigated and the tax 
mercifully abolished.? 


The strong medieval prohibition against any “unheard-of tax,” oran 
exactio inaudita, had its roots in this edict, which could be described as 
medieval Furope's early constitution. Thereafter, any charge that a tax 
was exactio inaudita was sufficient to defeat most any tax. The effec- 
tiveness of this prohibition no doubt had its strength in the position God 
played in medieval charters and covenants. 

One of the last kings of the Frankish kingdom was named Dagobert. 
Twenty-five years after the Edict of Paris, a saint of this period tells a 
story that indicates the force the edict had in medieval life, especially 
when you realize that Dagobert was one of the most powerful kings to 
rule over most of western Furope. The saint tells us that Dagobert was 
motivated by greed and ordered a ruffian to “do much wickedness,” 
i.e., levy taxes. Without an ounce of mercy he imposed a head tax on 
the people in Bourges (about one hundred miles south of Paris), a mea- 
sure which was “contrary to customs.” The rest of the story is recorded 
as follows: 


The inhabitants, filled with repugnance, hurried in a great multitude to the 
man of God |the saint), begging him with lamentations and confused cries 
to please help them. Moved by pity, but unable to act on their sobs and 
tears, Sulpicius (the saint) commanded a three-day fast and begged divine 
Providence to help his oppressed people. Then he sent one of his clerks to 
the king to ask for royal grace in all humbleness with tears and lamenta- 
tions, to render his assistance against the wicked deeds. Horrifled, the king 
(Dagobert had died and a new king was on the throne| ordered the levy to 
be discontinued and the already-compiled tax books to be abolished imme- 
diately. And the people of Bourges, relieved of this assessment, still live 
today in their former freedom.“ 


This is the last record we have of a head or poll tax being levied in 
this period of medieval history. The few surviving writings from this 
period contain limited information upon which scholars cannot agree. 
Montesguleu in his The Spirit of Laws (1751) gives us some insight into 
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this period. It was a strong anti-tax period which eguated liberty with 
taxes, a concept that dominated the thinking of the founders of 
America. A chronicler from this period summed up their belief: a man 
is free only if his name does not appear on a tax roll.9 With this kind of 
thinking, kings that needed revenue had to resort to voluntary contribu- 
tilons. Not only were new taxes out of the guestion, even old Roman 
direct taxes on land or persons were not to be tolerated. 

God's hand was not only found in the medieval tax documents, he 
even brought forth miracles to protect taxpayers from unauthorized ex- 
actions. In 7he Miracles of Saint Benedict, a.D. 875, written by a monk 
at the Abbey of Fleury, the following story 1s recorded: 


This very sacred monastery (Fleury) had received from the Frankish kings 
the right, written in a formal deed, to have four boats sail on the Loire 
every year, exempt from whatever taxes were to be given to the treasury. 
At the time of the above-mentioned count |Rahoj, one of these boats had 
sailed as far as Nantes to take on a load of salt. On the way back it had 
called in at the cities and harbors that lay on his travel route and, thanks to 
the protection of the royal charter, had not encountered any trouble. lt fi- 
nally reached Orleans. The toll collectors of this city detained the vessel 
and demanded that the captain pay the toll. The captain referred him to the 
exemption granted by the king. However, the toll collector took no notice 
of the royal charter and, as payment to the treasury, impounded the boat 
and its load of salt and entrusted it to the harbor master so that it would be 
put under embargo along with other vessels. This happened on a Sunday. 
However, at the third hour of the day when everyone was attending mass, 
our boat, under guard along with the other impounded boats in the harbor, 
suddenly lay outside the harbor, without the intervention of a human oars- 
man; it reached the middle of the Loire, where the current is the strongest. 
And sailing upstream, it reached the water gate that is still called “The 
Gate of Saint Benedict” and berthed there.” 


Initally, money was not abundant in the feudal system. Every lord 
sustained himself from his own domain. Kings had the added advantage 
of receiving side moneys from the system: fines, guardian fees, tolls on 
commerce, and a special payment when a vassal's oldest son became a 
knight or his daughter married. Kings and lords were marriage brokers 
and received a fee for their services. One English noblewoman paid four 
pounds and a mark of silver (eight ounces) “that she may not be married 
except to her own liking.”8 Another nobleman gave the king 20,000 
marks to marry Isabel, Countess of Gloucester.? Isabel obviously had 
the right assets. What is not so obvious 1s why one English lady gave 
the king two hundred hens “for permission to sleep with my husband 
Hugo de Nevill for one night.”!9 One wonders what that was all about. 
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Medieval revenues were not designed to finance large military opera- 
tilons. The history of civilization at this time focuses to a large extent 
on the struggles of medieval kings for money to fight wars caused by 
the collision of expanding kingdoms. 

Kings and rulers also had to deal with God in the matter of church 
taxation. Churches were exempt, and this included church lands. Mon- 
asteries and abbeys spread throughout the countryside, and they often 
had vast and rich land holdings which could not be taxed. And as we 
observed, tolls for bridges and roads were often exempt for the clergy, 
which prompted many English merchants to travel through northern Eu- 
rope disguised as pilgrims or clerics on religious excursions. Thus the 
religious tax exemption that survives today, which is often misused by 
phoney religious impersonators, is an evasion scheme as old, at least, 
as the Middle Ages. 

Thus the rulers in medieval Europe were frustrated by a limited sup- 
ply of taxpayers and by the impropriety of instituting new taxes against 
their subjects. As they looked around for new sources to tax, the only 
source of abundant wealth that did not have God on its side, i.e. outside 
the law, was Jewish wealth. Without God's protecting hand, and with 
an inflexible tax base, the Jews were fair game for the rulers of Europe. 
In fact, they were the only easy game in town. 

Finally, all persons and property within the lands and holdings of the 
church were like the Egyptians of three thousand years before, subject 
to taxation by the church rulers—especialiy the Bishops and Archbish- 
ops. These clerics possessed great power and influence in medieval Hu- 
rope. Their power was based on solid taxing powers egual to if not ex- 
ceeding the taxing powers of the kings and nobles. 
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The Jews: On the Road to the 
Final Solution 


Wherever and whenever one casts his eye on the Jewish communities of 
ihe Middle Ages, the observer always finds the Jews in the clutches of ex- 
tortionate tax collectors. 


—srael Abraham, Jewish Life in the Middle Ages 


In the Middle Ages the Jews played a crucial role in Western civiliza- 
ton. Modem capitalism and banking probably developed out of Jewish 
money and commercial practices.! In addition, the Jews carried the 
torch of learning and knowledge through this difficult period. The wis- 
dom of the ancients—whether Hebrew, Greek, or Roman—was pre- 
served through the Dark Ages by the Jewish community. The learned 
men of that period were found in the synagogues, not the monasterles. 
While it may be a surprise to most readers, the medieval Jewish society 
was classified by education, not wealth; the Jews were scholars first and 
merchants second. The education of Christians was restricted to reli- 
gious dogma and produced a grotesgue distortion of reality, and for 
those who ventured outside accepted dogma there was the prospect of 
being burned at the stake. 

The Jews provided the personnel to administer most governments. 
They were the only people with a balance in their education. Christians, 
even the so-called educated ones, were usually incompetent in commer- 
cial matters. Worldiy wisdom was an exclusive prerogative of the Jew- 
ish community. 

The Jews prospered with the monopolies they enjoyed in banking and 
commerce, and this made them natural targets for taxation. Every 
Christian ruler collected special taxes from the Jews throughout the 
medieval period. This practice continued throughout most of Hurope 
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until the time of Napoleon. Bad taxes that are productive of revenue die 
hard. 

Special taxes against the Jews began with the fiscus judaicus of the 
Roman Emperor Vespasian in A.n. 72. This special Jewish tax was abol- 
ished by Julian in A.p. 326, and shortly thereafter he sent this letter to 
all the Jewish communities in the Roman Empire. 


In times past, by far the most burdensome thing in the yoke of your slavery 
has been the fact that you were subjected... to contribute an untold 
amount of money to the account of the treasury. Of this | used to see many 
instances with my own eyes, and I have learned of more, by finding the 
records which are preserved against you. Moreover, when a tax was about 
to be levied on you again I preventedit .. . and threw into the fire the 
records against you that had been stored in my desk. (Julian then tells how 
he put to death Roman officials who tried to enforce the Jewish tax.| 

And since I wish that you should prosper yet more, | have admonished 
.... that the levy which is said to exist among you should be prohibited, 
and that no-one is any longer to have the power to oppress the masses of 
your people by such exactions.? 


While Julian's successors abolished most of his reforms, they did not 
revive the special tax on Jews. Julian had the wisdom to destroy all the 
records pertaining to this tax, as weli as all the tax collectors. A special 
procurator administered this tax along with a specialized staff which 
was outside the regular tax bureaucracy. When Julian exterminated the 
proponents of this tax, the special procurator and his key personnel were 
probabily the first to go. Extermination has always been the most effec- 
tive way torid society of an undesirable political group. In the twentieth 
century the communists have used this technigue with great success. 

Special Jewish taxes were reintroduced in A.D. 813 by Louis the 
Pious, the son of Charlemagne. It was a modest revenue device at first, 
but like all taxation without representation, it guickly escalated. Once 
discriminatory taxes are assessed against a despised minority, it 1s only 
a matter of time before they become oppressive. Taxation without some 
concrete form of restraint knows no limit. The Jewish tax story isa 
marvelous illustration of that principle. One medieval historlan summa- 
rized the Jewish tax situation with these words: “Wherever and when- 
ever one casts his eye on the Jewish communities in the Middle Ages, 
the observer always finds the Jews in the clutches of extortionate tax 
collectors.” 

The Jews became a scattered people after the Romans dismembered 
their country in the first century a.p. The term “wandering Jew” de- 
scribed the Jewish people after that time. More often than not, the wan- 
dering Jew was looking for a home after having been fleeced of bag 
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and baggage by some voracious tax collector and sent on his way. They 
wandered because of the extortionate tax systems that drove them into 
exile. 

In the ancient world the Jews were primarily farmers. In medieval 
times their lives were centered in commerce and banking. This shift in 
Jewish enterprise stems from their ostracism from farming and trades 
and crafts by the medieval Christian communities. By law, the Jews 
were compelled to perform the socially undesirable jobs in society. 
They were the tax collectors, the executioners, and the money-men of 
the community. All loathsome pursuits were passed on to the Jews. In 
addition, land ownership is always insecure in the face of oppressive 
taxation. Land can be seized with case by the tax collector; gold and 
jewels can be hidden in the ground. Commercial paper is even safer. 
When the Jews were expelled from Spain, there were so many Jewish 
farms on the market that one could be bought for a piece of linen. In 
France, after the Jewish expulsion in A.D. 1306, one man acguired over 
fifty Jewish houses for a pittance. The local count and bishop demanded 
that the man share his good fortune with them. The lucky purchaser 
gave the Count five thousand livres (one livre was originally a pound of 
silver), two of the houses, and a plot of farmland. The bishop also re- 
ceived a large sum of cash. 

It soon became obvious to the Jews that they must not put their assets 
in land. The safest way to hold wealth during precarious times is ina 
movable form and preferabiy in a small size that can be hidden. Tax 
collectors, monarchs and thieves can be thwarted when wealth is hidden 
in the ground. Most of the buried treasure of the Middle Ages was prob- 
ably Jewish. The movement of Jewish enterprise into money and bank- 
ing served both sides. It filled a vital economic need for the Christian 
community, and it served the security needs of the Jewish community. 

The wandering Jew became a kind of tax rebel, but he was not the 
violent kind, like his ancient forefathers. He seemed to have learned 
from the failures of his rebellious ancestors. Better a shrewd taxpayer 
than a dead tax rebel. Perhaps there was a survival instinct, telling the 
Jews to handle their oppressive tax burdens in a peaceful manner. His- 
torically, the ancient kingdoms of Israel and Judah were destroyed by 
unsuccessful tax revolts. The Jews learned to be shrewd rather than mil- 
itant, and with that shrewdness they survived. 

Avoidance of taxation was not always a wise policy. When the caliph 
of Baghdad offered to eliminate all special Jewish taxes, the leading 
Jewish banker in the community opposed such a drastic tax reduction 
with this reply: “Through the tax the Jew ensures his existence. By 
eliminating it, you would give free rein to the populace to shed Jewish 
blood.”* Jews were often tolerated because they were valuable property 
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and they performed needed services. The Jews survived because they 
were a guick source of easy cash for the rulers of most communities. 
The Jews sensed this and paid their taxes as protection money anda 
ticket for survival. 

Yet even when the Jews paid their taxes there was the danger of exter- 
mination. When taxes reached outrageous levels, about all they could 
do was appeal to the conscience of the king, but when taxation is in 
issue, even today, the sovereign's conscience 1s like a piece of Swiss 
cheese—ull of holes! 

There was a whole bundle of Jewish taxes to support the Christian 
community. Poll taxes were most onerous, along with wealth taxes and 
arbitrary tallages that were assessed whenever the government was 
short of funds. Religious customs were taxed: marriages, burials, wines, 
Kosher food, and religious paraphernalia. There were coronation taxes, 
naval taxes (in Spain the Jews had to provide the anchors for all new 
vessels), protection taxes (for the military), taxes for public amuse- 
ments (to pay circus performers), special taxes for the Jews when they 
used roadways, bridges and even when they entered and left Christian 
marketplaces and fairs. The Jews were called upon to shoulder the fi- 
nancial burdens of the Crusades, and they were compelled to finance 
church constructions. İn brief, whenever money was needed, the Jews 
were the primary target of the tax system. 

Despite these heavy burdens, the Jews were capable of living with 
them and even enriching themselves. They became the bankers and 
moneymen of Europe. Interest rates usually ran around 20 percent. To 
avold the charge of usury they often had to structure a loan in the form 
of a sale, lease, or profit-sharing venture. While interest was illegal, bor- 
rowers had no choice but to pay it if they wanted a loan. The sinful and 
illegal status of interest is bound to have increased Christian and Mos- 
lem hostility toward the Jews. 

The Jews are not to be pitied for their outcast and oppressed status in 
the Middle Ages. They were the freest people in the world at that time. 
By being outcasts from the Christian society they were not subject to 
the bondage and depressing rigidity of feudalism. Heavy taxes were the 
price they paid for the liberty they enjoyed. 

The internal revenue system of the medieval Jews was an ancestor of 
our modem progressive tax practices. Three basic systems were devel- 
oped to distribute eguitabiy the tax burden of the Jewish community. 
Medieval Jewish taxes were somewhat like Roman tribute—the local 
Jewish community was expected to assess and collect the revenue on its 
own. İn time, three effective methods were developed. 

The first method can be called paternalistic. A wise member of the 
Jewish community was appointed to assess each person in a manner that 
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seemed just and fair. The wealthy were expected to shoulder a larger 
share of the tax debt than the poor, who were usually exempt along with 
rabbis, doctors, and teachers. Like the liturgy the system was progres- 
sive. We might call this the Aristides system, because a respected elder 
statesman allocated tax burdens among all taxpayers according to their 
ability to pay. 

The second method involved a fax expert or accountant. The tax bill 
of the community was divided upon accounting principles. Everyone 
paid his share, calculated by mathematical precision, after being inter- 
viewed by the tax expert. If the total income and wealth of the commur- 
nity was worth one thousand talents and the tax bill was one hundred 
talents, then each person paid 10 percent of his wealth toward the taxes 
owed. The system was proportionate. 

The third method we can call declarative. Everyone made a declara- 
ton of his worth and the tax bill was then divided up, proportionately, 
among all taxpayers based on their declarations. A tax expert was not 
used. It was an honor system. 

Our modern revenue systems for income taxatlon are a combination 
of all three. The taxpayer starts by making a declaration and paying 
the appropriate tax. Thereafter a tax expert looks at the declaration and 
performs an audit if the declaration looks in error. In addition, we add 
the progressive feature of the paternalistic method, except that the abil- 
ity to pay is determined by arbitrary standards, established by our tax 
makers. 

Shakespeare may never have seen a Shylock, the leading fictional 
Jewish character in literature. In The Merchant of Venice his human 
gualitles were unigue in an age dominated by anti-Semitism. He could 
bleed, cry, laugh, and have all the joys and pains that Christians experi- 
ence. Shakespeare humanized this Jewish character for an English audi- 
ence that had little if any contact with Jews.> In a.p. 1290, the Jews had 
been expelled from England by a Catholic monarch; they returned, four 
hundred years later, after Shakespeare's time, with the permission of a 
Protestant king. 

The English were one of the first to expel the Jews. Once they had 
done so, most other European leaders followed. When the Jews were in 
England, the king set up a special tax burcau to handle Jews. There were 
special tax rolls and a Parliament of the Jews to guarantee and assist in 
the collection of a number of Jewish taxes. 

Regular Jewish taxes consisted of religious taxes, commercial taxes, 
poli taxes, and death taxes. The poll tax was graduated—wealthy Jews 
paid more than poorer ones. The death tax was one-third of the estate. 
But the tax that crippled the Jewish community was the tallage—an ar- 
bitrary assessment against the Jews invoked by the king at will. It was 
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Preserved in the Public Record Office, London, this drawing comes from the Jewish tax 
rolls of England for the year 1233. A strange illustration for tax records, it shows a 
wealthy Jew, Isaac of Norwich, portrayed with three heads. His wife is shown below. 
Demons are depicting the suffering he will receive. Norwich was one of the principal seats 
of the Jews in England. Thomas Wright, in his History of Caricature (London, 1864, p. 
176), says that one of the clerks in the king's court drew this caricature on one of the 
official tax rolls where it has been preserved. 


often a wealth tax, calculated on a fixed percentage of Jewish wealth, 
such as one-third or one-tenth. It could be a fixed sum, like Roman trib- 
ute. It was morally justified because the Jews acguired their wealth by 
“sinful means,” 1.e., by banking and money lending. Legally it was jJus- 
tifled because the Jews were deemed to be the property of the king, like 
his royal serfs and peasants. The king was simply taking what was his. 
When a churchman suggested that the king force the Jews into the 
church, the king scoffed at the idea by pointing out that if the Jews 
became Christians he would be “rid of valuable property and given only 
a subject in return.” As Christians they would be protected against ar- 
bitrary tax levies, and by medieval tax-limiting charters between the 
king and his Christian subjects. 

In England a Jewish Parliament was established to approve any Jew- 
ish tax that the king demanded. The main purpose of the Parliament was 
to make the leading men in the Jewish community insurers for the full 
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collection of the tallage—a revival of the old Roman decurion system. 
If the king became impatient and wanted to speed up the collection 
process, he would imprison the richest Jews and their families in the 
Bloody Tower. Once the kings of England discovered how easy it was 
to assess and collect the tallage from the Jews, the Crown's revenue 
needs were solved. Christians settled down to an era of little tax while 
the monarch fleeced his Jewish tax-serfs of their wealth. Unfortunately, 
the greed of Henry Il and his successors knew no bounds of reason. 
King John, for example, ordered a wealthy Jew, Abraham of Bristol, to 
pay him ten thousand marks (a mark was eight ounces of silver). When 
the man refused, John ordered his tax collector to extract one tooth 
every day until payment was made. After seven days, and seven teeth, 
the assessment was paid. After that, Abraham committed suicide. For 
sixty years the Jewish community was plundered until the Jews were a 
destitute people. King Edward, in 1290, ordered the Jews to leave En- 
gland, partly because they were no longer “valuable property.” The 
main reason may have been because of the Christians. The clergy, bar- 
ons, and commoners made an enormous tax offering to the king. Early 
records state that to all Christians the expulsion “was very pleasing.” 
For the next 365 years Jews were ostensibiy forbidden on English soil. 
Their final exodus was described by a Jewish historian in these words: 
“Expulsion must have come as a relief to the oppressed people, whose 
sorrows were past all endurance.” There may have been little relief by 
the expulsion order, despite what this Jewish historian says. The order 
provided for the confiscation of every item of property and land the 
Jews possessed, and further decreed that if any Jew were found in En- 
gland at any time after the date set for expulsion, they would be hanged. 
He did allow them to keep enough money for passage out of England, 
but they were robbed of all their funds at the ports of embarcation.' 

The Jews may not have been as destitute as Jewish historians contend. 
A Jewish underground economy, like today, was in full operation in 
medieval Europe, secreting Jewish wealth out of oppressed countries to 
safer depositorles. 

While new taxation may not have been available to the French king 
because of the medieval prohibition against an unheard-of tax, the En- 
glish device of expulsion would accomplish the same thing, anddo a 
more thorough job than taxation. In the name of God, angels, and saints, 
the French king, Philip the Fair, expelled the Jews from France, ostensi- 
biy for oppressive money-lending policies. With the Jews gone, to 
whom would the French borrowers make payment? Like a good sover- 
eign Philip appointed royal guardians to collect the loans made by the 
Jews. With the Jews gone, the money guite legally passed to the Crown. 
Philip must have been proud of his ingenuity—he had surpassed his 
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rival across the Channel without the use of a tax andin a much shorter 
time. 

The scheme did not work well. The Jews were good businessmen who 
kept their customers happy in the interest of good business manage- 
ment, while the king's debt collectors were ruthless thugs. Finally, in 
1315, because of the “clamour of the people,” the Jews were invited 
back with an offer of twelve years of guaranteed residence, free from 
government interference. The Jews returned but the king's successor 
did not honor his commitment. In 1322, the Jews were expelled again. 

The Jews flecing from England, France, and central Europe found 
favor in Spain. For two-and-a-half centuries the Jews lived peacefuliy 
in Islamic Spain under the Moors. Their welcome turned sour after the 
Christians took over and expelled the Moslems. In 1492, only a year 
after they had been granted a lucrative contract to collect taxes for 
Oucen Isabella, expulsion was ordered. A wealthy Jew, influential with 
the Çueen, offered a large sum of money to cancel the expulsion order. 
When news leaked of this offer, Jew-haters likened the deal unto the 
thirty pieces of silver paid to Judas Iscariot. The Crown had no choice 
but to renege. There were hundreds of thousands of Jews in Spain. The 
exodus that followed was as horrible for the Jewish people as the Holo- 
caust in Hitler's Europe. The King of Portugal offered his land as sanc- 
tuary for a head tax of one ducat plus 25 percent of the wealth of the 
immigrating Jews. Six months later he threw the Jews out of his country 
and, naturaliy, kept the tax. 

The road to Dachau stretches back five hundred years. Hitler's solu- 
tions to his “Jewish problem” were not new. Since the Middle Ages the 
Jews in German-speaking Europe had been taxed and exterminated in a 
manner far more ruthless than what had taken place in the rest of Eu- 
rope. The /iscus judaicus started with the Romans and ended with the 
Nazis. But the Nazis only revived a long-standing revenue device that 
had become deeply embedded in German society. 

Long before Hitler, the Jewish poll tax had become the Poll Tax of 
Shame. It was levied and collected in an abusive and rude manner. The 
ghetto arose primarily as a convenience to the tax collector. Collective 
tax responsibility is meaningless unless the taxpayers are consolidated 
into a taxpaying entity of some kind. The isolated part of the city set 
aside for the Jews was a tax district. In order to leave the ghetto, the 
Jew had to pay a special toll. The Jewish community was told to orga- 
nize and collect its poll taxes and tender the final aggregate sum to the 
state. 

Ghettos, which were originally tax districts, were freguentiy fleeced 
by Christian mobs. When German rulers needed large revenues they did 
not need to increase taxation; they would issue an expulsion order, often 
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coupled with an extermination order of burning. In the fifteenth century, 
expulsions, burnings, and property seizures spread from Vienna to Ber- 
lin, Frankfurt, Bremen, Dresden, Leipzig, and throughout Bohemia and 
Saxony. Oppression was so bad in Saxony that it has been called the 
Protestant Spain of the Jews. 

The events in Germany were significant because they did not subside. 
By the seventeenth century, the Jews were accepted in France, Britain, 
and the Low Countries. But in German-speaking Europe, anti-Semitism 
continued with lootings and with increasingiy oppressive laws and spe- 
cial taxes, which continued well into the nineteenth century. When Hit- 
ler came to power and looked for a solution to what he called his Jewish 
problem, he did not have to reach very far back in time. The Nuremberg 
decrees of the Nazis which took away citizenship from the Jews can 
be traced back to 1343 when a German emperor, Louis IV, called the 
“Bavarlan,” did the same thing. The confiscations of property under the 
guise of taxation, the blaming of the Jews for the ills of society, and the 
aspersion that the Jews were “devils” was reflected in medieval as well 
as Nazi teachings. Even the “final solution” has a medieval counterpart. 
The genocidal solution was attempted around 1298 by the Juden- 
schlachter (Jew killers), led by a butcher named Rindtleisch. They 
slaughtered the Jews in the city of Rottingen, which in itself was noth- 
ing new, as periodic killings on a city basis were not infreguent. But 
what was unigue about the Judenschlachter 1s that they then went from 
city to city throughout medieval Germany, exterminating the Jewish in- 
habitants. A contemporary chronicler declares that 100,000 Jews were 
put to death: “Ultimately, only a few handfuls of impecunious and vag- 
abond Jews remained in northern Europe.” Exactiy what Hitler tried 
to achieve. 

It must not be assumed that the Jews paid all their oppressive taxes 
with complete honesty and faithfulness. Among the great unsolved se- 
crets of this period are the technigues and methods by which the Jews 
evaded these exactions. The devices the Jews used to hide and protect 
their wealth may never be known. But hide it they did. The commercial 
paper of our age, which the Jews invented in the medieval period, was 
used to frustrate fraud, thieves, and tax collectors as well as ald com- 
merce. 

The innumerable schemes devised to steal Jewish wealth were 
egually matched by schemes on the part of the Jews to protect their 
wealth. We know that in the 1930s a great deal of Jewish wealth slipped 
across the borders of Germany into Swiss banks, as Hitler set out to 
steal Jewish wealth through tax technigues that were over five hundred 
years old. The Swiss banks came to the aid of the German Jews in the 
1930s, but what was the Swiss counterpart in the late Middle Ages? It 
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that had been their burden for over seventeen hundred years, since the /(1scus judaicus. 


is likely we will never know the whole story. The secrets and technigues 
were obviousiy never published and they have been lost from history. 
One allusion to Jewish evasion practices comes from Bohemia in A.D. 
1336. The king fined the Jewish community for concealing its wealth. 
Furthermore, the Jewish Talmud regulations of this period reguired trea- 
sures to be “buriedin the soil.”? 

Special Jewish taxes continued on the continent until the time of Na- 
poleon. For all his sins, he was the great champion of tax eguality for 
the Jewish people, who should have a warm place in their hearts for the 
Corsican general. Like Julian in Roman times, Napoleon rid every 
country he conguered of the /iscus judaicus. But unlike Julian, his re- 
forms did not always last. After the defeat in Russia, as the Grande 
Armee retreated back to France, the old Jewish taxes returned. As soon 
as Napoleon's troops had withdrawn and the rumble of cannon died out, 
the central Europeans, especially the Germans, reinstated the Jewish 
taxes. When Hitler came to power, he simply reinstated them once 
more. Bad taxes are hard to kill, especially when they are directed at a 
wealthy but unpopular minority. 
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Medieval England: How Enelishmen 
Purchased Liberty wüh Taxes 


With occasions of his wars he pilleth them with taxes and tallages unto the 
bare bones. 


— King John, prior to Magna Carta 


Women have played a remarkable role in England's tax struggles. We 
noted how Boadicea battled the Romans and lost the revolt to rid the 
English of Rome's tax burdens. In the Middle Ages, long after the Ro- 
mans had left England, we read of the legend of Lady Godiva. The 
chronicler Roger of Wendover (died 1236) relates how the countess Go- 
diva appealed to her husband to remit the heavy taxes he imposed on 
Coventry. Fed-up with her nagging, he promised to comply if she would 
ride nude through the town. She let her hair down so only her beautiful 
legs showed, mounted a horse, and rode through the town. The taxes were 
remitted. Today, Godiva's ride is reenacted in pageants in Coventry. 

In the early Middle Ages the Vikings pounced on English villages 
along the North Sea coast, plundering and slaughtering the inhabitants. 
You can still find an old English prayerbook with the passage, “Guard 
us from the Northmen.” 

To defend against the Viking menace a special land tax was devised 
called the danegeld, payable at the rate of two shillings for every hide 
of land (100—120 acres). The system was unpopular and a number of 
tax collectors were killed trying to collect the danegeld in Worcester- 
shire. By the time of William the Congueror (A.D. 1066), the tax was 
being replaced with a land tax on ploughed land only, called a carucate. 

The famous Doomsday Book contained a complete survey of all the 
lands and personal property in England. William the Congueror had the 
book compiled for the taxation of his newly acguired England, but re- 


159 


160 The Middle Ages 


yavaş 


ng be 
pi hee) 
, ani) 

am 


“He took away the tax, And built himself an everlasting name” (Tennyson on Godiva). 
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The danegeld was a tribute tax paid by the English to buy peace from the marauding 
Danes. It was a humiliating tax, usually assessed at two shillings per hide of land. 


volts crippled tax collection from the beginning, and in time English 
kings ceased to use this remarkable census. 


(IJhere was no single hide nor yard of land, nor indeed one ax nor one 
cow nor one pig was there left out, and not put down on the record.... 
Other investigations followed the first... and the land was vexed with 
much violence arising from the collection of royal taxes.' (Eleventh-cen- 
tury chronicle) 


Knights were reguired to spend forty days a year in the service of the 
king, providing there was a genuine need for their services. In üme,a 
money payment developed in lieu of services. Forty days was hardiy 
sufficient to carry on a military venture in Scotland or Normandy. The 
tax in lieu of service was called the scutage, or shield. 
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The most arbitrary medieval tax was the feudal tallage, limited to the 
domains of a lord; it could not pass through the ranks of the feudal 
system. The king could levy a tallage on his own domains (which in- 
cluded all Jews), but he could not levy a tallage on the domains of a 
baron, duke, or other nobleman. The tallage was sometimes called a 
land tax, but it was also a capital tax on personal property. It could 
come as a poli tax. The closest thing we have to a tallage today is the 
plenary power legislatures have to tax. Tallage was used in a generic 
sense, referring to any arbitrary and oppressive tax. One medieval histo- 
rian, Geoffrey of Monmouth, records the use of the tallage, “to help the 
cristen men of Jhersalem to pay cruel tallages that the turkes had sette 
upon them.” 

When the king had special needs that could not be met by his regular 
revenue devices, he went to the Great Council of Barons and asked for 
an aid. The barons would debate the reguest and if it seemed reasonable 
they would vote an aid for the king. But they would often exact some- 
thing in retum. 

The aid was the forerunner of national taxation. If the Great Council 
approved an aid it passed through the ranks of the feudal system to the 
lesser nobles and vassals of the realm. Aids had the potential to reach 
the wealth of the entire nation. 

Charters restricting taxing powers were common throughout the 
medieval period. Magna Carta, meaning “great charter,” was not a new 
or novel document. King John had terrible financial troubles. The pope 
had excommunicated him for seizing church lands; he had been ex- 
pelled from northern France by the French; and finaliy, his brother, 
Richard the Lionheart, needed an enormous sum for ransom following 
his kidnapping while returning from a crusade in the holy land. John 
increased the customary scutage for knights from one to two marks. In 
1204 he increased the rate again by half a mark with the consent of a 
council of knights at Oxford. In 1210 and 1214 he increased the scutage 
to three marks without authorization. Tallages, which were supposed 
to be occasional, became perpetual. One writer wrote in 1211, “With 
occasions of his wars he pilleth them with taxes and tallages unto the 
bare bones.”3 

Even these taxes were not enough. John tried to introduce a novel fine 
of İrom three to ten marks against knights who refused to join his 
forces. He passed this fine through the medieval system to lesser knights 
who served barons and dukes. This was a daring, ingenious, but desper- 
ate attempt to tax the whole realm without going to the barons for an 
aid. 

The barons confronted John on the plains of Runnymede outside Lon- 
don and compelled him to sign Magna Carta, which would stop his con- 
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King John is confronted by his rebel barons at Runnymede, June 15, 1215. He agrees to 
place his royal seal on Magna Carta, which prohibited arbitrary government, especialIy in 
matters of taxation. 


tınual disregard of the tax customs of the realm. The key provision was, 
“No scutage or aid, save the customary feudal ones, shall be levied ex- 
cept by the common consent of the realm.” John's attempt to stretch 
the revenue devices of the realm had failed, but not entirely. Extra taxa- 
üon could be collected with consent. In tüme the consent concept ex- 
panded. A rising class of wealthy commoners were called to meet in a 
House of Commons, to approve taxation for commoners in the same 
way the Great Council approved taxation for the nobility. The king now 
became a politician. When extra revenue was needed, he did not need 
to steal it or arbitrarily increase taxation, he would call together his two 
councils of taxpayer representatives and present a case for more taxa- 
ton. 

In the beginning, consent did not mean that the barons would vote 
with a majority binding the minority. No baron was bound unless he 
consented. This is illustrated by an early case in 1217, two years after 
Magna Carta. The Bishop of Winchester was brought before the King's 
Court for not collecting an aid for the king. The court acguitted the 
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bishop because he was absent from the counciıl when the vote was 
taken.* No one could consent on his behalf. It would be some time be- 
fore consent meant majority rule, which was another victory for the 
king. Unanimous consent is a hard principle to work with, especialIy in 
exacting taxes. 

One of the most important and overlooked chapters in Magna Carta 
is the provision for merchants, creating free trade in an era of crippling 
tolls and duties. Merchants were never sure of their right of free passage 
in and out of England and, especially, free passage within the country. 
Merchants were often taxed relentlessiy by local authorities and by the 
king's tax men as well. Magna Carta protected trade from internal tolls 
and duties and prohibited excessive tolls at seaports: 


Let all merchants have safety and security to go out of England, to come 
into England, and to remain in and go about through England, as well by 
land as by water, for the purpose of buying and selling, without payment 
of any evil or unjust tolls, on payment of the ancient and just customs.ö 


The Ünited States and Canadian constitutions adopted this principle 
of internal free trade. Commerce moving within the nation cannot be 
taxed. Freedom to travel in and out of the country cannot be curtailed. 
The Russians find it difficult to understand why the West emphasizes 
this basic human right. Magna Carta is the source. 

When the king asked for an aid (all aids were for war), the Great 
Council was concerned with two things: Was there a real need? If so, 
was the reguest reasonable? For a war to be necessary it had to be a Just, 
defensive war. England was a Christian nation and the shedding of 
human blood reguired justification. An offensive war was illegal; taxes 
for such a war would be improper. In short, a lawful tax reguires a just 
expenditure. 

When the king asked the Council for a scutage from the lesser knights 
of the realm for a war in Flanders, the barons refused with this explana- 
üon: “For neither they nor their predecessors nor their forefathers ever 
did service in that land.” About the same time the pope gave the Crown 
some lands in Sicily. The king again asked for an aid to secure these 
lands. The Council again refused for the same reason. 

When the king asked for an aid to recover lands in Normandy, the 
barons asked, “Was not Normandy the same as Sicily and Flanders?” 
The king was learning that a good politician had to be a good debater. 
He answered the Great Council with the domino theory: If Normandy 
is not secure, French kings could easily invade England. The recovery 
of the king's estates in Normandy was actually a defense of the common 
realm because these lands protected England from invasion. Like good 


Medieval England 165 


politicians the barons compromised and began approving limited aids 
for the king's military operations in northern France. The concept that 
taxes for military purposes must be for “defense” developed at this 
time in England. It will reappear again in the Netherlands, Imperial 
Spain, and the U.S. Constitution. 

The constitutional doctrine that developed was expressed by Henry 
of Ghent, a Parisian legist, whose writings on legal theory appeared 
from 1272 to 1296. The king could not levy extraordinary taxes except 
upon “evident utility, evident necessity and dire emergency.” The law- 
fulness of a tax was determined by its expenditure. An extraordinary 
tax for war had to meet the foregoing standards. We no longer subscribe 
to that view although a number of Vietnam protesters went to prison for 
refusing to pay income taxes which financed a war founded on dubious 
constitutional grounds. Furthermore, the Vietnam debacle may have 
happened because the Great Council of the Ünited States (Congress) 
did not adjudicate the issue of “evident utility, evident necessity and 
dire emergency” of the war. They accepted the domino theory even 
though Vietnam was on the other side of the world. If Congress had 
made a full and open investigation of that terrible war the false assump- 
tions made by the presidency might have been uncovered. 

The king also learned that lobbying a tax law through Parliament was 
not always a good thing. An aid for an offensive operation against the 
Scots produced a rebellion in Cornwall, The Cornish people Iynched a 
number of tax collectors because the war was not for the defense of the 
realm, but rather was an offensive war which could not be lawfulliy fi- 
nanced with extraordinary taxation. In the end the people were the final 
judges over taxation and their opinions could not be ignored. Parliamen- 
tary consent was not, necessarily, the consent of the realm. 

The debate and bargain for taxes between the king and his Great 
Council eventually gave birth to parliamentary government. The king 
needed revenue, but revenue depended on the reasonableness of the 
king's reguest. Even then, Parliament learned to grant taxes in retum 
for favors from the king. Tax moneys had to be bargained for and this 
bargaining process became the essence of politics. Liberties and rights 
were granted by the king in returm for money. 

To ensure a continuation of rights and benefits from the king, Parlia- 
ment realized in the beginning that taxation should only be granted for 
short periods, rarely more than one year. The rights of Englishmen 
would be secure as long as the king was denied the power to tax perma- 
nently. Each year the process of debate and bargain for taxes would 
repeat itself. 

English government after Magna Carta was based on the separation 
of powers, but not the separation of powers the Americans espouse so 
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vociferousiy. The king could spend, but not tax, Parliament could tax, 
but did not spend. As long as power to tax and the power to spend were 
separated, the rights of Englishmen would live forever, especialIy the 
right to be free from oppressive taxation. Today the principle of the sep- 
aration of powers means something guite different. Our current runaway 
taxation is the natural conseguence of our abandonment of that ancient 
English practice. We live in a pre-Magna Carta world in which we—ike 
the subjects of King John—can be “pilleth with taxes and tallages unto 
the bar bones.” 


Part IV 


Russia, Switzerland, Spain, and 
Germany 


Russian history has fascinated and puzzled Westerners for centuries. 
The Russians are referred to as the “mysterious slavs,” and their his- 
tory, sakd Winston Churchill, was “ariddle wrapped in a mystery inside 
an enigma.”! The puzzle, however, is not so incomprehensible if Rus- 
sia s tax story is understood. The Russian political psyche developed 
out of the tax brutality of the Golden Horde and the early Moscow rul- 
ers. Later, Peter the Great put Russia on a course to superpower status 
by reorganizing a tax system that had crippled economic growth for 
centurlies. He gave the Russian people the option either to pay poli taxes 
or enter state service. The communists, after destroying the ruling 
classes, simply took away the first option. 

The Swiss, like the Jews, are a small people who have influenced civ- 
ilizatlon in a way out of proportion to their size. No nation today can 
make monetary or political changes without taking into account the re- 
action of the bankers of Switzerland. Currencies rise and fall with the 
opinions of “the gnomes of Zurich.” Canada's currency took a serious 
fall shortly after the election of the separatist party in Ouebec—because 
Swiss bankers felt uncomfortable about the future of the Canadian dol- 
lar. If Çuebec separated and the Canadian confederation fell apart, what 
would become of the Canadian dollar and foreign debt obligations of 
the Canadian government? 

No modem nation has ever matched the power of İmperial Spain, not 
even the British Empire. The collapse of Spanish power in the seven- 
teenth century has perplexed historians for three hundred years. Ana- 
Iysts of that collapse keep returming to Spain's tax troubles as the root 
of the decay that brought about Spain's demise. 

For hundreds of years Germany was a bundle of small princedoms 
under the Holy Roman emperor, but because the emperor could not tax 
he was a mere figurehead. Modern Germany was eventualliy forged by 
Prussian military power. The Prussians succeeded where the emperor 
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A sixteenth-century manuscript from the Lenin Library, Moscow, shows Ivan | (*““Money- 
bags”) as the Khan's chief tax collector, punishing a delinguent taxpayer, Boyar 


Abencius. 
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Russia: The Tax Road to Serfdom 
and the Soviets 


She was wiser than all men. 
— Russian Chronicles on Princess Olga, a.p. 1000 


Russia's road to nationhood had little in common with the rise of the 
nation-states of Western Hurope. When the West was enjoying a rebirth 
of Greek and Roman culture in the Renaissance, the Russians were 
under the yoke of the most ruthless tax collector since Sargon and the 
terror-kings of Assyria. Genghis Khan and his Golden Horde swept 
through the heartland of the slavs and annihilated an advanced form of 
democratic and civilized culture. The Mongol Khans brought a form of 
oppression to the Russian people that has lingered to the present. Mos- 
cow rose to dominance because her princes became the Khan's best tax 
collectors. Then it was an easy step for the prince of Moscow to move 
from chief tax collector for the Khan to chief of everything over every- 
body. 

In the Middle Ages, Russia had the good fortune of being outside the 
Roman Empire and was free from the forces that fostered feudalism. 
The Russian peasant could move about the countryside and contract his 
services to the landowner who offered the most attractive price. The 
Russian peasant, unlike his counterpart in the West, was free. 

Traditional Russian history begins when the Vikings moved into Rus- 
sia and took control of Kiev, Novgorod, and Pskov, key trading cities 
on the Kiev Waterway dominated by the great Dnieper River which 
flows into the Black Sea. In a short time slavic culture absorbed the 
Scandinavian Rus. Of these three leading cities, Kiev eventually domi- 
nated, probably because of the tax policies introduced by Princess Olga 
around A.n. 950. Early Russian chroniclers called her “The wisest of 
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women,” and “wiser than all men,”! a title she justly deserved. Before 
Olga's tax reforms, the princes of Kiev, Novgorod, and Pskov would 
embark on an annual winter visit to the smaller towns and cities to col- 
lect taxes, in what was a very inefficient system. Olga divided the coun- 
tryside into tax districts, each with a district director of taxes who was 
responsible for all revenue and who lived in the district all year. With 
this greatly improved system, Kiev easily rose to dominate the Water- 
way and became the leading city in all of Europe. In a.p. 988, Olga's 
grandson, Prince Vladimir of Kiev, embraced Christianity, rejecting 
Islam and Judaism ostensibiy because Russians didn't want to give up 
their vodka or submit to circumcision. 

Olga ruled Kiev as regent for her minor son, Svyetislav. When he 
became of age she not only passed the ruling authority to him, but her 
wisdom with respect to taxation, political power, and prosperity. Most 
of the Kievan region, especialiy to the south along the borders of the 
Dnieper to the Black Sea, was ruled by the Khazars, a Jewish kingdom. 
The Khazars” power was based on a 10 percent tax on all trade along 
the Dnieper, Don, and Volga Rivers. This tax naturally clashed with the 
ambitions of the new Kievan rulers who now had a district director tax 
system capable of expanding throughout the Ükraine all the way to the 
Volga. Olga's son, Svyetislav, ordered the villages and traders along the 
rivers to “pay nothing to the Khazars.”? 

One by one the cities and villages controlled by the Khazars fell to 
the Rus until the Khazars were destroyed. Thus Russian control over the 
slavic peoples began when they expelled the ruling Jews over a 10 per- 
cent tax. It is guite possible that Vladimir joined Christlanity, not so 
much for his vodka and foreskin, but for tax incentives and support 
against the Khazars. When he embraced Christianity he knew Constan- 
tinople would be on his side. Furthermore, this was an age when co- 
religionists received a tax break. Vladimir had selected his new religion 
for more down-to-carth reasons than previously believed. 

We do not know much about the Khazars. They assessed a special 
poli tax on all non-Jews and brought order to the steppe lands of Russia. 
After their destruction, the steppe was taken over by bands of Tartars, 
whom the Russians could not pacify. In time a military stalemate devel- 
oped which neither side could win. This stalemate is the basis for the 
Russian opera, Prince Igor, which tells a romantic story of a Russian 
prince who goes to war against the Tartars. The story ends in peaceful 
coexistence. 

The vacuum of power in the steppe was eventualiy filled by the 
Golden Horde. Under the leadership of Genghis Khan, a sea of Mongol 
warriors, living on mare's milk, subjugated the inhabitants and then 
turned on the Rus. They demanded 10 percent of everything now, and 
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10 percent annualiy thereafter. This was not the same kind of tax the 
Khazars had levied. The 10 percent paid to the Khazars was a pittance 
compared to the 10 percent tax of the Mongols. The Russians were to 
learn a lesson about tax systems that taxpayers everywhere including 
today should not forge—never Judge a tax system by its rates alone. 

Thriving Russian cities along Russia's waterways were reduced to 
ashes. The savage Viking Rus were no match for the Horde. Terror 
swept over the countryside and whole villages surrendered at the sight 
of a single Mongol horseman. As a rule, however, the Russians fought 
valiantiy for their homeland, as Hitler was to learn. The modus operandi 
of the Horde was simple. When they came upon a city they would send 
in an ambassador with an ultimatum: pay or die. In the city of Ryazan 
(about one hundred miles from Moscow), the prince replied to the usual 
Mongol summons to surrender a tenth of everything (population in- 
cluded): “When there is none of us left, all will be yours.”3 And so it 
was. Ryazan was one of the cities obliterated. 

The Mongols were only interested in taxes and recruits for their ar- 
mies. They showed no interest in Russian culture, or any culture for that 
matter. Under the Mongols Russian civilization slipped back into a dark 
age at the very time the West was moving out of its dark ages into the 
Renaissance—the rebirth of ancient Greek and Latin culture. “The 
Mongols,” said the great Russian poet Pushkin, “did not bring Aristotle 
to Russia.” 

The shattering of Russian culture by the Mongols was achieved with 
taxation. During the two hundred or more years of Mongol rule there 
were three distinct phases of their tax system. 

In the beginning the Mongols farmed out tax collection to powerful 
Moslem merchants from Baghdad. The Mongols were warriors, and tax 
collection was beneath them. The Moslem tax-farmers were slavers as 
much as tax collectors. Defaulting villagers were guickly seized and 
shipped to the slave auctions in Baghdad. In 1262 a number of Russian 
cities revolted and slaughtered the Moslems to the last man, inviting 
almost certain reprisal and death. History, however, like anything in- 
volving human nature, is never certain. The great Russian prince Alex- 
ander Nevsky persuaded the Khan to take no reprisals, but rather reform 
his tax system. As a result, Moslem tax-farmers were removed from the 
system. The Khan divided Russia into a number of military-financial 
districts governed by a Mongol tax director called a Great Baskak, sup- 
ported by a garrison of Mongol warriors. 

A census was taken which included all lands, peoples, and a registry 
of young males for recruitment. The system was Roman in form, but 
Assyrian in spirit—a spirit that still continues in the Russian social 
order. 
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This picture appears in a modem history book used in Russian elementary schools. A 
Russian peasant bows before a “Great Baskak” (Mongol tax collector) during the second 


phase of the Mongol tax system. 
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A dual system of government also developed. Local Russian princes 
took charge of everything except tax collection and military affairs, 
which were under the Khan. The Great Baskaks were the district direc- 
tors of Tartar revenue, collecting seven basic taxes: annual and extraor- 
dinary tribute, sale and customs, raw land taxes, a plow tax, a poli tax, 
and a draft evasion tax. 

The third and final state of Mongol taxation carried seeds of destruc- 
ton. The Khan made the common, but fatal mistake of relinguishing 
conirol over tax collection. The Great Baskaks were replaced with Rus- 
slan princes. On the surface the system looked good. Local princes 
would run the tax systems, eliminating the need for Mongol garrisons. 
For the Khan the new system provided casy revenue at a much-reduced 
COSİ. 

An obscure prince of an unheard-of Russian town caught the Khan's 
attention with his unusualIy successful tax collecting methods. The 
town was Moscow and the prince was Ivan |, nicknamed “Moneybags” 
for his extraordinary talents as tax collector. Ivan persuaded the Khan 
to commission him to collect taxes from delinguent Russian cities. 
Moneybags's fame spread along with the demand for his services. The 
Mongols probabiy asked, why not let angry Russian taxpayers deal with 
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Ivan? Why should brave warriors degrade themselves with tax collec- 
ton when Moneybags could do it so much better? Whatever the rea- 
sons, the Mongols appeared anxious to assign their tax-collecting duties 
to the Moscow prince. 

Ivan took full advantage of his new role in the Khan's tax system. 
Without the Baskaks to keep a watchful eye on revenues, the prince had 
an opportunity to keep much of the tax money for himself. The profit 
was enormous. The Khan did appoint an annual receiver, called a Mos- 
covskii Doroga, to take custody of the payments due to the Khan, but 
the Doroga was far removed from the tax-collecting process. Ivan was 
brutal, but not in an indiscriminating way. The Tartars had used a 
sledgehammer approach of punishing delinguent cities—everyone 
would suffer: men, women, and children. Ivan did not abuse the peas- 
ants, but rather, he punished the nobles and city rulers. 

His success impressed the Khan so much that he was appointed chief 
tax collector for all Russia. Moscow became the clearinghouse for all 
Mongol taxes, and the unheard-of city would be unheard-of no more. 

With huge profits from surplus revenues and shrewd bargaining with 
the Moscovskii Doroga, the prince of Moscow started to acguire adja- 
cent principalities and lands. He had revenues to obtain the best war- 
riors. Cities that could not be bought were easily conguered. His wealth 
attracted the rulers of the Church of Kiev. Like Augustus of Rome, the 
prince obtained control of Russia by controlling the tax system. The 
step to Tsar (Caesar) was as easy for him as it was for Augustus. His 
revenues enabled him to build the Kremlin, which was the only fortress 
ın Russia capable of withstanding a Tartar siege. Russia's other princes, 
some willing and some not, soon rallied around Moscovy. 

With large tax revenues at his disposal, Ivan and his successors pre- 
pared to free themselves from Tartar rule. The Russians made the Tar- 
tars fight for tribute. Slowly Mongol control (tax collection) of Russia 
faded. It wasn't until the sixteenth century that the Mongol grip on Rus- 
sia was finally releasd by the efforts of Ivan IV, called “Ivan the Terri- 
ble.” The power base established by his fathers through taxation had 
built up to the point where he could expel the Mongols, once and for 
all. He initiated this expulsion by first repudiating all tax obligations to 
the Tsar when the Moscovskii Doroga made his annual visit to receive 
tribute. Ivan built the beautiful St. Basil?s Cathedral to commemorate 
the event. “Tsar of all Russia” would be his new title and the princes 
of all Russian cities would receive their commission to rule from him 
by bowing on their knees before the mighty Tsar. Local assemblies of 
taxpayers who directed Russia's princes in the days before the Mongols 
would never return. Autocracy would prevail at all levels. The new sys- 
tem which İvan set up “was madness, but the madness of a genius.” 
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Ivan the Terrible repudiates his tax obligations to the Khan, asserting Russian 
independence and causing a shock for the Tartars” tax receiver, the Moscovskii Doroga. 
Control of the tax revenues gave Ivan control of Russia. 


Ivan the Terrible established a special branch of agents with extraor- 
dinary power apart from the regular government; hence the name 
oprichnina, meaning special, separate, or apart. These special agents 
had their own courts and operated in a world of their own like Stalin's 
NKVD. 

Ivan's special agents took a loyalty oath to the Tsar: They would only 
associate with fellow oprichniki; they wore black clothing, rode a black 
horse with saddlebags showing a dog's head and a broom. The broom 
symbolized a clean sweep over the Tsar's enemies; the dog meant faith- 
fulness to their master. They were indiscriminately ruthless in their op- 
erations. The diary of one oprichniki records, “I did no harm to anyone 
today, | was resting.”5 

The oprichnina were concerned with revenue as much as with the 
tsars enemies. The tsar needed revenue from the nobles more than 
homage. The oprichnina confiscated lands of the nobles and transferred 
them to new owners, or themselves, with new revenue and service obli- 
gations to the tsar. When the oprichnina were disbanded, this pattern of 
revenue and service to the tsar soon applied to all nobles and all lands. 
With the oprichnina, Ivan was not just rooting out traitors, but rather 
reorganizing the revenue structure of the state. 
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The road to serfdom in Russia and Rome was similar. In both places 
overtaxed peasants accepted bondage or chattel slavery to a large land- 
owner as a way to avoid tax slavery. The bondage of serfdom was less 
oppressive than the bondage of the tax system. 

In Russia serfdom came slowly. There was no Diocletian who revolu- 
tilonized the tax system one year and put everyone into serfdom the 
next. In the beginning, peasants became de facto serfs when they be- 
came tenants of farmlands. The landlord gave them land, a house, live- 
stock, and farming tools. A mortgage was executed by the peasant 
which was due and payable each November. After paying a one-third 
crop rent, interest on the mortgage, and taxes to the Tsar, nothing was 
left to pay off the mortgage. The collateral for the mortgage was the 
peasant and his family—human collateral, which was bound to the 
landlord until the debt was paid off. In the normal course of events the 
debt could never be paid off, which 1s the way the system was intended 
to operate.“ 

LandIords developed an interesting tax avoidance scheme. A new 
landlord would pay off a peasant's debt and refinance the peasant on his 
own land. Poll taxes were based on a census which was conducted about 
every five years. Before the census was taken, new serfs would not be 
taxed—they were not on the census rolls. The Russian government 
eventualliy had to pass a law preventing this practice. 

The Russian people had bad luck with their tsars. Most of them from 
the death of Ivan the Terrible in 1584 until the reign of Peter the Great 
in 1682 were just plain stupid. Peter the Great was one who was not. He 
was seven feet tall, a human dynamo of a man, and he was gifted with 
a clear sharp mind. Once Peter became tsar, the Russian state started to 
move. 

Peter 1s often remembered for his crudeness. After he visited En- 
gland, Parliament felt compelled to pay a large sum of money to restore 
the shambles of the house he occupied in London. It took six months 
for the stench to finally leave the place. Peter ate with his fingers, 
belched and farted in public, and indulged in other gross behavior. His 
guests were drowned in booze—so much so that once in a while some- 
one actually died from excessive intoxication or wandered out drunk 
into the Russian winter and froze to death. He wanted Russian ladies to 
look sexy like Western women. He ordered them to wear low-necked 
evening dresses. And if they refused to drink, he and his friends would 
hold their noses and pour wine down their throats. 

As aleader, Peter was something else. His visit to the West made him 
determined to remake Russia on Western standards not unlike Russian 
leaders today. At the time he came to power Russia was in decline. Peter 
reversed the course of Russian history by remaking the tax system, 
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stimulating economic growth, and decentralizing the state. Before Pe- 
ter's reforms, homes and farmlands were being abandoned. There were 
hordes of people who did not work, paid no taxes, and drifted aimlessiy. 
Taxes were paid on plowed land, Tartar-style. There was little incentive 
to acguire new farming eguipment, and old lands that were not produc- 
tve were abandoned. There was also a household tax on each farming 
family. Shrewd peasants would band together and share a common 
dwelling. Duplexes and triplexes were built to take advantage of the 
one-dwelling, one-tax loophole. The tsar's tax collector responded by 
considering each outside door as a separate household. The peasant re- 
sponded by boarding up one of the doors. This meant that families 
would not expand and develop new lands or construct new farmhouses. 
Idleness and unemployment prevailed. The plow tax and the household 
tax had crippled the country. 

Peter corrected the tax system by abolishing both of these taxes and 
instituting a single poli tax on all males. Free peasants paid a higher rate 
than serfs. This poll tax was called a soul tax. Peasants found it difficult 
to understand how the state could tax a soul, since the soul was a spiri- 
tual thing. Of course, like all taxation, it was not necessary for the tax- 
payer to understand; it was only necessary that he pay. This new tax did 
not thwart incentive. A peasant who worked hard and acguired new 
farm eguipment and housing could keep the extra revenue he made. In 
this regard, Peter has been said to have captured the spirit of Adam 
Smith.” 

To Peter's surprise these new tax laws did not produce much revenue. 
The number of males on the tax rolls was only a fraction of the number 
of males able to work. Many peasants avoided registration by bribing 
the tsar's assessors. Peter decided to make a new census. He learned 
there were hordes of unemployed, unregistered drifters in every town 
and monastery. Idleness was a way of life for a large segment of society. 

Peter now tackled the problem like Diocletian. Everyone would be a 
worker or a taxpayer. The unemployed had four choices: pay the poli 
tax, become a serf and be tax-İfree, enter government service (military 
or civil), or be a galley slave. Most of the drifters had a choice between 
being a galley slave or a serf. Serfdom was obviously the better choice. 
To the government serfs were not tax-İree, the serf's lordhadtopaya 
poli tax on all his serfs. The peasant was relieved of personal tax liabil- 
ity, but for that benefit he gave up his freedom. 

The ranks of the serfs began to swell because landowners were com- 
pelled to accept anyone who sought serfdom. Fach new serf, wanted or 
unwanted, came with a tax bill around his neck which the lord had to 
pay. Landlords demanded and received greater power over their serİs. 
Russia became a land of serfs and masters, with every master a serf to 
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the tsar. The greatest autocracy of the modern world was born to ensure 
the collection of taxes, the same as in the late Roman Empire. 

Peter had the army take over the revenue burcau. Three times a year 
a military-trained tax collector visited each landowner to audit his af- 
fairs and count the number of souls for the poll tax. Landowners sus- 
pected of cheating on their taxes were stretched out and broken on a 
wheel. In ancient times Russian tax men would cut off a nose or car, 
but Peter was more sophisticated. Stretching a person out on a wheel 
and breaking his back was clean and modern—no blood or mess to 
clean up. Petty tax evaders were struck across the shin bones with a rod. 
With a small bribe the taxpayer could insert a shield within his pants 
for protection and thereby proclaim his innocence without flinching. 

Peter did not stop with a soul tax. He found ways of taxing every- 
thing, including the church. If he needed metal for cannon he would 
steal as many church bells as were necessary and melt them down for 
guns. He taxed food of all kinds, rents, clothing, horses, hats, boots, 
lodging, mills, fisheries, beehives, cellars, chimneys, water, and public 
baths. On the personal side he taxed births, marriages, burials, beards, 
the unbaptized, and those who were not members of the Russian church. 
The only tax he missed was a death duty. It is hard to understand why 
he did not tax estates or inheritances. All trade going in and out of the 
country was taxed. There were stamp taxes on commercial paper, and 
legal documents had to be prepared on special paper sold by the govern- 
ment at ridiculousiy high prices. There were state monopolies on salt, 
salt fish, tobacco, and a number of items that were all sold at excessive 
prices. In short, there was an inconceivable jumble of taxes on just 
about everything and everybody. The above summary is by no means 
exhaustive. 

To supervise this jungle of taxes, Peter organized a special tax think- 
tank which he called the Senate. It was composed of ten super-bureau- 
crats who were also responsible for developing new ways of raising rev- 
enue. Peter's military ventures were costly. He was always short of 
money and he continually prodded, threatened, and pressured the Sen- 
ate to raise more of it. Here are some of his admonitions to the Senate: 


Money is the heart of war. Do ye gather in all that ye may. 
The closer one shears a sheep the more wool one obtains from its back. 


In order to obtain as much as possible, one should demand the sheerly 
impossible.8 


Peter had little patience with private capital, like the rulers of the So- 
viet Union before perestroika. But seizing private wealth was not as 
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easy as enslaving human wealth. Russian gold slipped out of the coun- 
try for safer and more lucrative investment opportunities in Amsterdam, 
London, and Paris. Private capital has no national allegiance—it always 
seeks the safest and most profitable sanctuary. Peter passed laws forbid- 
ding the export of capital, like modern exchange control, but it is im- 
possible to evaluate the effectiveness of these laws. The diligent have 
always found ways to evade even the toughest tax and exchange control 
laws. Since Peter first introduced exchange control, up to the present 
day, professional couriers have smuggled gold out of Russia with little 
risk of detection. 

Russia had little attraction for either domestic or foreign loans. Peter 
was unable to borrow money from anyone. He modernized Russia with 
cold-blooded bondage and taxation. He did not incur much debt be- 
cause he never had the opportunity to borrow. There was little faith in 
Russian credit then as now. Only during the last days of the tsar did the 
world have much faith in Russian credit, when piles of tsarist bonds 
were sold over the world's stock exchanges. Today the descendants of 
those gullible investors use these old tsarist bonds to paper their bath- 
rooms. To the surprise of everyone, in the late 1980s the Soviet govem- 
ment offered to redeem these bonds. 

The Cossacks were to the Russians what temple asylia was to the an- 
cient world. All peasants knew—and their masters knew—that if taxes 
or serfdom was too oppressive the peasant could always join the Cos- 
sacks. When Peter introduced his new reforms turning everyone into 
taxpayers in one form or another, an estimated 100,000 peasants fled 
with their belongings (and some of the belongings of their masters) to 
the land of the Don Cossacks. Each departing peasant's name was taken 
off the poli tax rolls, for Cossacks were tax-immune. For Peter this was 
intolerable; he was losing recruits and taxpayers. Peter had no choice 
but to send his military regulars to subdue the Cossacks and bring them 
under his control. 

The Cossacks were an important safety valve against rebellion. The 
ambitious and rebellious peasants who had joined the Cossacks in the 
past would have been leaders of peasant revolts had they stayed at 
home. When Peter closed the Cossack door of escape, he opened the 
door for rebellion at home. This was his most dangerous legacy to his 
SUCCESSOTS. 

After Peter's death peasant uprisings became almost monthly affairs. 
A small riot would bring a detachment of troops. By the time the troops 
arrived the ranks of the rioters may have expanded to hundreds, armed 
with pitchforks, rocks, and farm tools. By sheer force of numbers they 
would often subdue a small military force. Finally, at about the time of 
the Boston Tea Party, an aggressive Cossack named Pugachev raised an 
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army of over ten thousand angry Sserfs and Cossacks. He was marching 
on Moscow when he was captured and executed. 

Catherine the Great tried to wipe Pugachev from the minds of the 
Russian people. The village where he was born was burned and the in- 
habitants were relocated in a new village with a new name. Catherine 
made it a criminal offense to speak his name. Talk of reform became 
dangerous, not just because of Pugachev, but because of the revolution- 
ary fever that was gripping the world after the American and French 
Revolutions. 

The Russian government repressed reform for almost a century after 
Pugachev. Finally, at the time Lincoln was freeing the American slaves, 
Tsar Alexander II freed the serfs. Freedom from serfdom did not end 
the taxes that produced it, but rather the emancipation eliminated the 
powerful middleman aristocrat and the extraordinary profits he took 
from the tax system. With the master gone, the tsar had to assume full 
responsibility for tax collection. The Russian serf came out much better 
than his counterpart in the American South because he was given land, 
usualiy the very land his family had farmed for centuries. The blacks in 
America were given nothing, so that economically many of them were 
worse off with freedom. This important distinction does not mean that 
the Russians were more humane than the Americans. The Russian peas- 
ant had to pay taxes and without land he would have been unable to do 
so. He also had to make payments to his former master. The land he 
was given provided the means to pay those obligations.? 

There were three main types of serfs in Russia. The tsar had a vast 
body of Crown serfs who were the envy of all others. Crown serfs were 
never a problem. The tsars treated them weli, often relieving them of 
taxes and many other dues and obligations. 

There were two systems of private serfdom. Obrukny serfs paid an 
annual obruk to their masters that was twice the poli tax. This left their 
masters with a 50 percent profit. Obrukny serfs were taxed on a village 
basis. To pay their collective obruk they organized themselves into vil- 
lage councils, elected leaders, and held much of their land in common. 
Collective farms and recent co-operatives in the Soviet Union operate 
in a similar fashion. 

Bartschina serfs caused the most trouble. They had their own farms 
but worked from three to seven days a week on the lands of their mas- 
ters. During planting and harvest time some masters reguired them to 
work from dawn to dark, seven days a week. No time was left for their 
own farms. This oppression incited rebellion and strikes. Peasants who 
refused to work were beaten, put in irons, or compelled to wear a spiked 
collar. Others were dunked in a river, head down, until they almost 
drowned. The Bartschina serfs also achieved a level of communal col- 
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lectivization in the way they farmed the lands of their masters. In short, 
serfdom, the ultimate means of tax control, formed the groundwork for 
Sovlet collectivization of agriculture. 

Russian serfdom should not be judged too harshiy. It was more hu- 
manitarlan than modem slavery.!'9 Every state keeps a close watch on 
its primary Source of revenue. What is taxed must be under control. If 
the tax is critical, then the controls must be effective. Land was the 
source of Russia's wealth. Serfdom was simpliy a tool to protect and 
ensure the collection of revenue. 

Today most governments acguire their revenue from income. Income 
is pald in money; money moves through banks. Conseguently, our 
banking institutions are placed under strict surveillance to ensure tax 
compliance. Serfdom in Russia was a device to do the same thing. We 
have lost our freedom and privacy in banking for the same reason the 
Russian peasant lost his freedom. The Russian state, like our own, was 
merely looking after its revenue. 

The influence of Russian culture on civilization has been much more 
significant than we realize. At the end of the Middle Ages the Russians 
protected Europe's rebirth in the Renaissance by absorbing the Mongol 
invaders at the cost of great destruction to themselves and an advanced 
form of democratic life. The Russians put an end to the growth of Napo- 
leon and his dream of being Europe's emperor. Mankind was saved 
from the Nazi plague by the sacrifice of millions of Russian citizens. 

Russia's greatest mission, however, may have been her role asa 
guineca pig for a Western ideology, conceived and popularized in Brit- 
ain, Germany, and throughout Europe. It was forced upon them against 
popular support and even Russia's strong spiritual tradition. lt was the 
ultimate form of taxation in which the state took everything in the eco- 
nomic order and gave back to the people what the state thought they 
needed. Their example and life under communism has shown the world 
the horrors and inhumanity of such an enforced system. In the words of 
a modem Russian historlian, “Sacrifice in the name of the world has 
been Russia's real historic mission."! 


18 


The Swiss: From William Tell 
to No-tell 


In the view of the Swiss people, the freedom of the individual takes prece- 
dent over the fiscal interests (of the state), even on the risk that this free- 
dom is sometimes misused. 


—M. Bonvin, Swiss Federal Council, 1967 


Most people who visit Switzerland feel envy for the Swiss. They have 
the most sensible and stable democracy in the world, coupled with a 
genius for keeping out of wars. Tax history would be incomplete with- 
out a look at this remarkable country. The Swiss, like the ancient 
Greeks, see a direct connection between democracy, liberty, and taxes. 
Americans and Britons who study Swiss society soon learn that the 
Swiss have a concept of liberty the British and Americans had in the 
eighteenth century, i.e., that liberty is centered in one's pocketbook.' 
We have drifted far from that early concept, but the Swiss have tena- 
ciously held fast to the belief that liberty, to be real, reguires privacy, 
especialiy financial privacy. 

The capital of Switzerland and its executive branch of government 
differ from the rest of the world. The story is often told of the American 
visitor to Bern, Switzerland, who learns from his guide that Switzerland 
has a president, but who also learns, to his surprise, that most Swiss 
people do not even remember his name. The life-style of the president 
is even more surprising—he often rides to work in a street car! 

Democracy in Switzerland is ancient. We do not know how long 
these forest and mountain people have been governing themselves. Dur- 
ing the Middle Ages, when the Swiss were a part of the Holy Roman 
Empire, they paid light taxes to the emperor. At the same time, Swiss 
villages were ruled by democratic assemblies that have survived to this 
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day. Their officials were elected by the people and Germanic law gov- 
erned the community. 

In 1240, the communities of Schwyz and Uri were released from tax- 
ation by the Holy Roman emperor. A few years later the powerful Haps- 
burg family in Austria refused to recognize the independence of the 
Swiss, and in 1273 they sent in tax gatherers and overlords to collect 
full feudal dues. The Swiss were not willing to submit to full Hapsburg 
taxation, and rebellion followed. During this struggle the legend of Wil- 
lam Tell was born. William Tell refused to acknowledge the Austrian 
Hapsburgs and their gang of tax collectors. For this defiance he was 
ordered to shoot an apple from the head of his son with a crossbow. 

The admiration and homage the Swiss have for the legendary Wil- 
liam Tell is not for his skill with a crossbow, but for igniting a success- 
ful revolt against the oppressive tax policies of King Rudolph of Haps- 
burg and his successors. The key political event took place in 1291 
when three forest communities formed a league of mutual assistance 
against Austrian tax aggression. Soon other communities joined the 
league and Switzerland was born. The crucial military event was in 
1315 when Austrian troops were sent into Switzerland to enforce Haps- 
burg demands. The united Swiss infantry, which was outnumbered al- 
most ten to one, inflicted a crushing defeat upon the Austrians in the 
battle of Mortgarten Pass in the mountain approaches to Switzerland. 

The Austrians made two further attempts to subjugate the Swiss, sev- 
enty years later, but both invasions failed. After that, foreigners stayed 
clear of Switzerland, and except for a brief rule by Napoleon, the Swiss 
have remained independent. Not all was peaceful within Switzerland, 
however. The country was plagued with religious strife during the Ref- 
ormation and the cantons (provinces) fought each other, off and on, for 
three centuries. 

The present Swiss confederation began in 1815 following the defeat 
of Napoleon. In the treaty at the Congress of Vienna, Swiss neutrality 
was formally recognized by the powers of Europe with these words: 
“That the neutrality and integrity of Switzerland and its independence 
from any foreign influence are in the true interests of European policy 
as a whole.” This provision has formed the basis for Swiss neutrality. 
In 1848 the Swiss adopted a constitution which established a confedera- 
ton of Swiss cantons with very limited federal government. What is 
unigue is the absence of a large federal bureaucracy. The cantons ad- 
minister most federal laws. 

In 1820, the fiscal wisdom of the Swiss came to the attention of John 
Taylor, a senator from Virginia and an early leader in the politics of that 
day. By comparing the Swiss to the French and the Italians, he observed 
that when a government is poor, the people are rich; and when a govern- 
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The legend of William Tell occurs freguently in the art of Switzerland. Tell, remembered 
for igniting a revolt against Austrian taxatlon, was forced to shoot an apple from his son's 
head for defying Austria's tax overlords. 


ment is rich, the people are poor. While Italy and France were indeed 
very rich countries, it was not so with their masses. But Switzerland, 
being a poor country with limited resources, had the freest and happiest 
people in Europe and a government on a tight pocketbook, free of debt. 

When the Swiss adopted their constitution in 1848, they rejected the 
Ünited States” concept of a president because it had a “dictatorlal ten- 
dency”; furthermore, their “democratic feelings revolted against any 
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personal pre-eminence.” These were remarkabiy prophetic statements 
for atime when U.S. presidential power was in its infancy. The dictato- 
ral tendency which the Swiss foresaw over 150 years ago has been 
brought out by history. Few can argue that the American president has 
as much, if not more, power than any executive officer in the free world, 
even the former Soviet Union. The Vietnam War was instituted and car- 
ried out by the U.S. presidency. The most critical problem facing the 
U.S. form of government today is the “dictatorlal tendency” of the pres- 
idential office. Perhaps if the U.S. president learned to ride to work each 
morning in a street car, like the Swiss president, the problem would not 
be so difficuli. 

Switzerland is often said to be the only real democracy in the world. 
The English-speaking peoples have what is called representative gov- 
ernment, giving members of the legislature the last word on almost 
every major issue facing society. İf new taxes are put in force or if tax 
rates are raised, this is a legislative matter. Taxes are very much a conse- 
guence of lobbying, class politics, and “influence.” Normalliy, when 
one segment of society is burdened with new taxes, another segment 
benefits from a reduction. Tax burdens and benefits shift from one class 
to another depending upon how much (or how little) each class influ- 
ences the legislature. 

In Switzerland the final decision on revenue is made by the voters. 
Unlike the Canadian or U.S. legislators, the Swiss legislator cannot vote 
himself a salary increase. Salary raises must be submitted to the Swiss 
people. If increases are to be made in the tax rates, the voters have to 
approve. The Swiss people keep an extraordinary check on the taxing 
power of their government. In 1975 the Swiss government submitted a 
referendum to the voters for an increase in the income tax rates. The 
voters turned it down cold. When one prominent Swiss citizen was 
asked what this meant, he said, “The government will have to live on 
what it has—ike the rest of us.” In 1991, Swiss voters turned down the 
government's reguest for a VAT, but the government eventually won 
after submitting the VAT to the voters three times. In the end, the Swiss 
people approved the tax, but the point here is that in Switzerland taxa- 
tion is the people's business. 

The Swiss practice of submitting all revenue matters to a vote of the 
people embodies the wisdom of separating the power to tax from the 
power to spend. Once these two powers reside in a single governmental 
agency, the power to spend will invariably override restraints against 
tax. We have already pointed out how English government was origi- 
nally established to perpetuate the principle of the separation of these 
two powers, when the king, as the great tax spender of the realm, was 
never given the power to increase or to institute new taxes. 
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United States revenue authorities look with frustration at Swiss bank 
secrecy. They cannot see much virtue in it, let alone what it has to do 
with liberty. About all they see is the opportunity for Americans to 
evade taxes. And now, after a prolonged effort, the Swiss have caved- 
in to the American tax authorities, agrecing to provide information for 
tax İraud cases, and even, as in the Imelda Marcos criminal case to 
extradite her partner, Kashoggi—one of the world's richest people— 
for a crime that did not exist in Switzerland. The Justice Department 
got its way, only to end up the laughing stock of the cadre of lawyers 
specializing in international matters, when a jury acguitted everyone. 
Switzerland didn't look so noble either for caving-in to American pres- 
sure. One of the Swiss prosecutors told me in confidence when I investi- 
gated this matter, “The problem is, you Americans make everything 
criminal.” 

Since childhood we have been taught to love liberty. Our relatives 
and neighbors have died in its defense. We have been taught to give our 
lives if need be for the defense of freedom. lt is a sacred cornerstone of 
the national heritage of almost all Western nations, certainly of the En- 
glish- and French-speaking nations. Our #lags, bills of rights, and con- 
stitutions all stand as symbols and bulwarks of a free society. 

At no time, however, have we been told that our banking has anything 
todo with liberty. Our courts confirm this judgment. Our bank accounts 
are open to revenue authorities who can snoop into them without our 
awareness if that is the way the government wants it to be. An example 
of this happened recently when a banker asked one of his customers, a 
lawyer, how the lawyer's tax problems were coming along. (Bankers 
always want to know about the financial health of their customers.) The 
lawyer replied that he did not know he had any tax problems and won- 
dered why the banker asked the guestion. The banker revealed that six 
months carlier tax agents had examined the lawyer's records for the past 
few years. Needless to say, this would never have happened in Switzer- 
land without the taxpayer's knowledge and a court order. 

Bank secrecy 1s an ancient rule of Germanic law. It has been main- 
tained for centuries as a matter of custom and tradition. In the 1930s 
it was put on the Swiss statute books with harsh criminal penalties to 
discourage the Nazis from piercing its veil. With the Nazis gone, other 
countries with high tax laws or tough exchange control laws have tried 
to penetrate Swiss banking privacy. These banking laws are said to be 
a shield for law-breakers and a nuisance to the world. It was noble, of 
course, to assert bank secrecy to protect German citizens from Hitler, 
but tümes have changed, it is said. After all, most Western nations are 
not in Hitler's camp. 

The Swiss have reacted soberly to the assaults on their banking laws. 


The Swiss 189 


They do not want their laws used to protect common criminals, but they 
are not about to classify breaches of the revenue laws of most countries 
as “common crimes.” Currency restrictions are normally the conse- 
guence of financial misfeasance on the part of governments. A govern- 
ment has the power to print money and when it does so without finan- 
cial reserves, it is robbing its citizens no less than the thief who 
demands your money or your life. The tax and currency laws of Nazi 
Germany had nothing to do with the military aggressions of later years. 
Furthermore, Hitler's tough exchange control laws have been copied by 
many countries today. 

The Swiss believe the British and Americans are shortsighted, failing 
to see that broad surveillance and snooping by government destroy indi- 
vidual liberty. All totalitarian states, communist and fascist, are charac- 
terized by intensive and unrelenting spying and snooping into the lives 
of their citizens. In a free society the power of the government to spy 
on its citizens is strictiy limited, restrained, and controlled. All other 
differences between a free society and despotism or totalitarlanism are 
secondary. 

The Swiss take the position that an individual's liberties are safe only 
when the liberties of every man are protected.? Conseguentiy, bank se- 
crecy in Switzerland is for the Swiss themselves, and outsiders benefit 
because the Swiss extend it to everyone who uses their banking facili- 
tiles. The tragic thing in the world today is that we fail to realize the 
conseguence of our present naked banking. In the words of one promi- 
nent Swiss apologist: 


Banking secrecy is a major component of the wall of discretion that must 
protect the individual with his privacy if liberiy is to be defended with suc- 
cess against the dominance of the state. This, and no less, is what is at 
stake. The frightening thing is that it should be necessary to state It.” 


Banking privacy in Switzerland is not absolute. It can and will be 
lifted by the Swiss courts upon a proper showing. In the Clifford Irving- 
Howard Hughes hoax, the banking privacy of Mrs. Irving was lifted in 
a matter of hours when it was established that Mr. Hughes had not en- 
dorsed the check made out to him and which she cashed. It is not diffi- 
cult to unveil Swiss secrecy upon a proper showing. What Swiss bank- 
ing privacy really means is that the state has norightto go on a fishing 
expedition and snoop into the financial affairs of its citizens without 
just cause. 

English Common Law is not alien to that principle. The doctrine that 
a man's house is his castle, and that not even the monarch has the right 
to intrude, is fundamental to English law. In each castle there was a 
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private treasury which was—first and foremosi—to be protected İrom 
the king”s snooping. This is what the concept was all about. Once the 
king knew how much money a man had there was the likelihood that 
he would try to figure out some way to steal it. As modern banking 
developed, the English lost sight of the fact that the private treasury in 
the castle moved to the private banker for commercial reasons and for 
safety—not to open it up to a snooping king. If a man's treasury in his 
castle was beyond the surveillance of the king, then so should his trea- 
sury at the bank be similarly protected. 

In the hearings conducted by the Irwin Committee on Watergate, John 
Ehrlichman, President Nixon's czar of domestic affairs, was asked 
about the government” s right to snoop into a psychliatrist's office to 
gather information about the mental affairs of the man who was behind 
the leak of the Pentagon Papers. Mr. Ebrlichman thought it was proper. 
Senator Irwin asked him about the ancient rule of law that even the king 
could not invade a man's castle, Mr. Ebrlichman replied that times have 
changed. You might say that Mr. Ebrlichman was only half wrong. If 
the government had wanted to snoop into this man's financial affairs (as 
opposed to his mental affairs), there is no guestion but that revenue 
agents could have snooped to their heart's content with an IRS sum- 
mons. With respect to one's financial affairs, Mr. Ebrlichman was 
righe—times have changed. 

There is a saying in Switzerland that the people want to be as free as 
their fathers. The Swiss are among the few people in the world who 
have come close to that wish. Most of us have surrendered the bulk of 
the privacy and liberty we inherited from our fathers to the ever-expand- 
ing tax bureaus of our ever-growing governments. In most countries 
with long traditions of freedom the people look back in history with 
envy to the freedom of their fathers—to the time when castles were be- 
yond the surveillance of the king. 
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The Collapse of the Hercules of 
Europe 


The sun never sets on the dominion of the king of Spain and at the slightest 
movement of that nation the whole world trembles. 


—Sixteenth-century historian 


No nation in history better illuminates the thesis of this book than 
Imperial Spain. This great empire, which has never been egualled, was 
devastated by rebellious taxpayers from all ranks and in all possible 
ways. Voluntary taxpayer compliance, to use a modem term, was almost 
unknown. Spanish taxpayers resorted to violence, they took to flight in 
every possible direction, and finally, they developed a system of tax 
fraud and evasion which, in some circumstances, may have taken 90 
percent of tax revenues from the government. Taxation was at the heart 
of Spain's decline, but it was bad taxpayers as well as bad taxation that 
brought about the collapse of this once-mighty power. 

The Spanish Empire came into being from a seguence of important 
royal marriages. At the time of Columbus, the marriage of Ferdinand 
and Isabella united the two major provinces of Spain, like a union of 
England and Scotland. Their daughter followed the same pattern and 
married into the great Hapsburg family of Austria. The son of that mar- 
riage, Charles V became emperor over most of Europe. At the same 
time Spanish explorers brought most of the New World into the empire. 
For more than a century Spain was more powerful than any other Furo- 
pean state since the Romans. Her overseas empire was the largest the 
world has ever known. 

In the seventeenth century this vast empire started to disintegrate. 
The English like to think the defeat of the Spanish Armada was the 
cause. That view is good for Anglo-Saxon egos but it is not good his- 
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tory. Two-thirds of the ships in the Armada managed to sail back to 
Spain. Furthermore, the Armada was defeated by the “Protestant 
Wind” more than English seamanship. 

The Duke of Wellington remarked that, “Spain was the only country 
in the world where twice two did not make four.”' What really makes 
no sense is how a nation with the greatest military and naval forces in 
the world, with vast riches arriving every month from the New World, 
with control over most of the world, could collapse for no apparent rea- 
son. İn the history of Imperial Spain, two plus two did not make four. 

The most hated of all Spanish taxes and the most productive of reve- 
nue (the two usually go hand in hand), was the alcabala, a 10 percent 
excise on the transfer of all real and personal property. The Moslems 
invented this tax and brought it to Spain in the Middle Ages. Oucen 
Isabella, in 1504, called for the abolition of the alcabala in her Last 
Will.2 The famous Spanish cardinal, Jimenez, pleaded with Charles V 
to abolish this tax.? Like our modem income tax, the alcabala produced 
so much revenue it could not be abolished; indeed, it expanded to in- 
clude food, and the rates increased. It became “the most lucrative of all 
taxes... hence the tenacity with which many generations of Castilian 
kings clung to this disastrous impost.”* 

The alcabala had a depressing effect on industry and trade. The same 
goods, as they changed hands, paid this tax many times over and priced 
Castilian goods out of the market at home and abroad. A terrible imbal- 
ance of payments developed as foreign goods (usually smuggled) un- 
derpriced Spanish goods on local markets. Gold and silver flowed out 
of the country as fast as it arrived from the Americas. 

The empire of Charles V was a loosely knit bundle of provinces with 
a healthy zeal for their “ancient liberties and customs,” which is a so- 
phisticated way of saying there would be no new taxes. The provinces 
would be loyal to Charles, they would fight for him, but taxation for 
offensive wars, not for defense of the taxpayers” homeland, would not 
be acceptable. Charles soon realized this and when he needed more 
money he looked to his home province, Castile, for more revenue. 
Charles assumed his local subjects would support their local king in all 
his military adventures—but he assumed wrong. Taxation only for de- 
tense was deepliy rooted in Furopean thinking everywhere. 

Revenue measures reguired the approval of the Corfes, a body of tax- 
payer representatives like the English Parliament or French Estates 
General. Nobles and churchmen were tax-immune, so their vote was 
unimportant. Deputies from the towns and commoners were all-impor- 
tani—their consent was reguired for the taxation of their constituents. 

When revenue was needed the king would summon the Cortes and 
send one of his ministers to deliver a speech from the throne. They 
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would respond with a petition for things they wanted from the Crown, 
such as a new bridge, aroad, or the change of some law. Eventually the 
king would grant the petition and the deputies would approve the taxes. 
This procedure had all the appearances of good parliamentary govern- 
ment, but in practice the Cortes did as the king asked. 

On one rare occasion when the Cortes turned down the finance minis- 
ter's reguest, the king marched into the Cortes and ordered the ministers 
to approve his reguest in thirty minutes. The deputies remained stead- 
fast and the rebuffed king left in a rage. By evening martial law was 
imposed on the province. The deputies guickly assembled and approved 
the king's demands. There was little genuine debate and bargaining in 
the Spanish system. 

The king usualIy avoided clashes with the deputies by offering them 
lucrative pensions, offices, and “benefits.” This was not bribery but just 
the fringe benefits of public office-holding, as happens today. In 1520 
Charles set off a major revolt in Castile by over-doing the pension rou- 
tine in order to obtain new taxes. Angry taxpayers turned on their depu- 
tes and demanded political changes to end the corruption in the Cortes. 

The events in northern Spain at Segovia give an idea of the savage- 
ness of this revolt. A mob of local taxpayers brutally murdered their 
deputy without allowing his reguest for last sacraments from the parish 
priest. These angry taxpayers did not want their deputy to obtain for- 
giveness for his last sins—especialiy the sin of burdening them with 
unwanted taxation. 

Charles eventualIy crushed the rebels and by all appearances the re- 
volt failed. Nevertheless, the revolt taught the monarchy a lesson— 
taxes still had to be tolerable for the taxpayer, regardless of what their 
corrupt representatives might do. 

Charles established a “no new taxes” policy after the revolt in Cas- 
tile. Nevertheless, he was able to triple revenues by ruthlessiy enforcing 
existing tax laws and rates—an ominous lesson for those who believe 
they can restrain a government heli-bent on spending through legal 
means. Charles established a Council of Finance and ordered the coun- 
cil to “apply the screw” to uncooperative taxpayers (“uncooperative” 
is still a word of art for those in the revenue bureau). Applying the 
screw was not a figure of speech in that day; it meant using the tools of 
the Spanish Inguisition to collect revenue. Tax agents were also made 
judges and executioners in any tax dispute. In the end, the legal system 
became an instrument for obtaining the maximum amount of revenu€ 
with the least regard for the rights of taxpayers. Even this has its modern 
counterpart. 

After Charles died, his successors reduced the Cortes to a rubber- 
stamp operation. Servicios, the special grants like an English aid, were 
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granted every year in the millions of ducats; previously they were in the 
hundreds of thousands and then only for extraordinary needs. 

Spanish taxpayers did not sit still and accept their burdens. Since they 
had no legal recourse, and the Cortes was corrupt, they turned to extra- 
legal defenses—they went against the system (violence), underneath the 
system (evasion), and away İrom the system (flight). In their endeavors 
they were successful; the world has never seen, before or since, such 
defiance. When they finished, the empire of the Hercules of Europe was 
a shambles. 

In the early seventeenth century a Spanish writer called attention to 
the depopulation of Castile by flight to avoid tax: “In place of wonder- 
ing at the depopulation of the villages and farms, the wonder is that any 
of them remain.”5 Many historians point to the plague, the expulsion of 
the Moors and Jews, as the cause of this depopulation, but a healthy 
social order could have replaced these temporary setbacks in population 
growth. On the other hand, the flight of taxpayers was not a short-term 
affair. Year in and year out, for decades, thousands upon thousands of 
Spanish peasants and workers left for tax-exempt places and jobs. This 
continuous drain was the primary cause of Castile's population decline. 
Where did the taxpayers go? 

First, most of them fled to the New World. A French spy wrote these 
words in Madrid to his government in Paris: 


The galleons left on the 28th of last month; I am assured that in addition 
to the persons who sailed for business reasons, more than 6,000 Spaniards 
have passed over to America for the simple reason that they cannot live in 
Spain.“ 


The Americas were a sanctuary from the Spanish tax system, espe- 
cially the alcabala. These lands offered opportunities for adventure, tax- 
free noble status, and riches. Two hundred years later even Bismarck, 
the great German leader, touched on the flight of Spanish taxpayers. He 
opposed German colonies because Germany “might end up sending her 
best blood overseas as Spain had done.” 

Second, a great number of taxpayers with some education joined the 
tax-ımmune civil service. This was especialIy disastrous for the Crown 
because it not only lost a taxpayer but gained another mouth to feed. 
“There are a thousand employees,” said one Spanish writer, “where 40 
could suffice if they were kept at work; the rest could be set to some 
useful labor.”8 As the government's army of civil servants expanded, 
the labor force plummeted. 

Ünnecessary civil servants are leeches on the tax system, and Spain, 
like Rome, had more leeches than taxpayers. “The stupendous fabric,” 
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said Gibbon, speaking of Rome's bureaucracy, “yielded to the pressure 
of its own weight”; Spain had the same problem. 

Third, taxpayers with money and influence became nobles or hidal- 
gos. Every commoner dreamed of achieving noble status. A stigma of 
dishonor was attached to labor and taxpaying. A Spanish novelist of this 
period had one of his characters express the attitude of that day with 
these words: “Any no-good wretch would die of hunger before he 
would take up a trade Jand pay taxes|.”!9 Once a Spaniard became a 
hidalgo, like all good aristocrats he disdained work—idleness was the 
mark of a good nobleman, and many of them lived at starvation level 
rather than take up a productive trade. 

Fourth, poor overtaxed peasants with no education, money, or influ- 
ence often joined the nearest band of gypsies after the tax system re- 
duced them to abject poverty. This was accomplished through a medie- 
val death tax which reguired a peasant family to give their lord their 
best cow when the head of the family died. It was customary for the 
lord to give the cow back, but the Crown claimed this tax and appointed 
tax-farmers to collect it. Since the tax men were also judges over tax 
disputes, they interpreted this tax to apply to every death in a peasant 
family. Short life expectancy and infant mortality brought disaster for 
the peasants. When the last cow was taken, the peasant family lost its 
main tool of production and had no choice but to join the nearest band 
of gypsies. 


Tax Revolt in the Provinces 


In time the depopulation of Castilian taxpayers turned the attention 
of the Crown to the provinces, which were immune İrom the alcabala 
and paid little tax. Their defiance to Spanish taxation took the form of 
violence. 

The Netherlands was the center of world commerce; Amsterdam was 
the most important city in Europe. Freedom of the high seas was a 
Dutch legal invention designed to rid the North Sea of English tax col- 
lectors. The monarch of England looked upon the North Sea as an En- 
glish lake subject to taxation by the king, who was “Lord of the Seas.” 
On one occasion Dutch ships were rounded up and assessed license fees 
for fishing in the North Sea. 

The Netherlands were part of the vast Spanish Empire, locally ruled 
by a regent for the Crown, Margaret of Parma, a daughter of the Em- 
peror, Charles V. In 1566, violence erupted in the Netherlands over reli- 
gion. This Protestant-inspired turmoil gave the Spanish Crown an ex- 
cuse to intervene with a Spanish-style Inguisition. A prominent group 
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of Dutchmen petitioned the emperor for moderation. The Spanish 
Crown called the petitioners “beggars.” The name stuck, riots fol- 
lowed, and a disastrous civil war started which lasted almost eighty 
yea1s. 

The emperor selected the Duke of Alba to lead twenty thousand of 
his best troops to restore order. He gave this stupid and cruel man au- 
thority to institute the hated alcabala, which would replace a locally ad- 
ministered income tax the Dutch had been grudgingly paying to the 
Crown. On top of the alcabala was a | percent capital tax anda 5 per- 
cent real property transfer tax: 


But Alba mov'd with no Rumours, terrifi'd with no Threats from a broken 
and unarmed people, and thinking no Measures nor Forms were any more 
necessary to be observed in the Low-Countrys... demands a general tax 
of the Hundredth part of every man's Estate in the Low Countreys to be 
raised at once: and for the future, the Twentieth of all Immovables, and the 
Tenth of all that was sold."' 


Alba summoned the Estate General of the Dutch people for authority 
to levy the “tenth penny” as the Dutch called the alcabala. The Dutch, 
like the English, had no intention of granting the Spanish Crown the 
right to levy a permanent excise, which violated their ancient liberties. 
They compromised by approving the | percent capital levy with a 
medieval-type aid of two million gelders, payable over two years. At 
first, Alba accepted this compromise, but eventualiy, at the insistence of 
the Crown the alcabala was instituted, to be collected by force through a 
Council of Blood. Dutchmen who rebelled were Iynched and their bod- 
ies were hung on posts at the entrance to their dwellings. A prolonged 
civil war followed dominated by guerrilla warfare. Even Dutch women 
took up arms. 

The alcabala was instituted to relieve the Crown of the financial bur- 
den of maintaining Spanish forces ın the Netherlands. Money had to be 
sent from Spain to Amsterdam through the English Channel. These 
ships were often seized by just about everyone. First by the Dutch, then 
the French, the Huguenots, and finally by Çueen Elizabeth. Dutch chil- 
dren in school are taught a patriotic song. 

On one occasion, as we shall learn Elizabeth stole the silver ın a 
Spanish galleon that tried to avoid capture from Dutch raiders by seek- 
ing safety in an English port. An enraged Emperor would eventualiy 
turn on this gutsy gucen with the Spanish Armada. 

The rebellion in the Netherlands put a serious drain on Spanish fi- 
nances, but most important, it put the Crown on notice that encroach- 
ments on the ancient tax customs of provincial people would invite re- 
bellion. The Crown did not dare try to institute new taxes in the other 
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The Dutch “beggars” soon turned out to be more than a match for the Spanish. The “tenth 
penny” was their battle cry. Within a few years the entire Netherlands was in revolt 
against the tax. In 1572 the beggars captured the port city of Brielle, as shown above. 
They then began preying on Spanish galleons, which were bringing silver and troops to 
put down the rebellion. Dutch seamanship proved superior to that of the Spanish, and 
while Oueen Elizabeth got the blame for pirating Spanish galleons, the Dutch were by far 
the main culprits. 

Today in the Netherlands preschool children are taught a Dutch verse about the most 
famous admiral in the fleet of the beggars. While it does not rhyme in English, it does in 
Dutch: Piet Hein, Admiral, his name is short, but his deeds are long, he captured the 
silver fleet. 


provinces for almost fifty years even though New World trade was ina 
sharp decline and Castilian taxation was drying up. 

A government study in 1619 concluded that the provinces must pay 
more taxes and share the revenue burdens of Spain's unwieldy empire. 
The provinces received this advice with horror, much like an appeal to 
share one's tuberculosis. Heavy taxation had wrecked Castile; why 
should other provinces suffer the same fate? Was not the emperor bound 
to respect the ancient liberties and charters of all provincial peoples? 
“It was up to the sovereign ruler to persuade the province that the aid 
revenue€s served the province's own interest and that they were being 
spent on defensive wars.”!2 Were not these taxes for military purpose, 
not connected with the defense of their homelands? 

Some token help was offered, but new taxation was rejected. In re- 
sponse, the Crown decided to use the Spanish bayonet to enforce new 
provincial taxation. The Basgues were selected as the first victims. This 
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Medallion. One side depicts the struggle against the “tenth penny”: an upright sword with 
one coin on its point, nine coins on the right. The other side exalts the nobles willing to 
wear the beggar's pouch for the beggar's cause. 


small province of sheepherders was no Netherlands and could not possi- 
biy resist new taxation, but resist they did even though their cause was 
hopeless. Shortly thereafter the Crown triggered a war in Catalonia that 
many historlians believe mortally wounded the empire. This revolt was 
triggered by taxation in its most odious form—the guartering of troops 
without means of support. When pleas by the Catalan people were re- 
jected by the Crown, an angry populace killed the viceroy and turned 
on the Castilian troops guartered in their country. Eventually, after a 
ten-year civil war, the province was recovered, but the cost was enor- 
mous. This war came at a time when Spain needed all her reserves for 
cruclal military battles against the Dutch, French, and English. As it 
turned out, Spain's last reserves were spent at home fighting tax rebels. 
The overseas empire could not defend itself. 

When the civil war in Catalonia was raging, the Crown instituted a 5 
percent alcabala in Portugal, contrary to the charter between Portugal 
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and Spain. A ruthless Portuguese guisling was appointed to collect this 
excise. Angry Portuguese attacked the palace, seized the governor, and 
escorted him to the border; the ruthless tax administrator was İynched, 
and the Portuguese people have been independent ever since. 

Excises on food set off revolts in Sicily and Naples. In Naples the 
revolt started when a Spanish tax collector trampled on a basket of figs 
owned by a defiant fruit peddler. A mob formed, led by a fish peddler, 
which routed Spanish infantry and burned the houses of the tax collec- 
tors. The viceroy called a truce and agreed to cancel the new excises. 
Within a year, however, Spanish naval fleets arrived to restore the food 
excise by force. 

The collapse of Spanish power abroad from tax rebellion at home 
permitted the British to seize Jamaica and many other Spanish colonies. 
The Dutch took over the East Indies. From that time forth the rich İruits 
of Spanish imperialism became ripe plums for easy picking. Stealing 
the colonies of Spain became an international sport; in time, the pick- 
ings were so easy it was not considered sporting to take them. The last 
of Spain's empire fell to the Americans in the Spanish-American 
War—a war many European powers considered decidediy unfair on the 
Americans” part. 

The Spanish men of commerce engineered what was probabiy the 
best system of fraud and evasion that history has ever known. The reve- 
nue loss from evasion can never be calculated, but the amounts could 
have been ten times what the government actualiy collected. There was 
a tax evasion underground that included almost all tax collectors as weli 
as all taxpayers. 

Spanish businessmen transformed Atlantic commerce into one mas- 
sive smuggling operation to evade the Royal Fifth, a 20 percent customs 
tax on silver and goods from the colonies. All trade had to enter certain 
ports of entry in Spain to clear customs. There was also a tax at the port 
of departure and a convoy tax as well to pay for the escort vessels. In 
1600 the convoy tax was 6 percent; in 1630 the tax was 35 percent. This 
increase of six times in thirty years could mean that tax evasion in- 
creased that much. 

Silver bullion was the government's primary target. Besides the 
Royal Fifth, the government confiscated bullion when it was short of 
money and gave the owners government bonds. Furthermore, silver 
was subject to exchange control and was registered when it arrived in 
Spain. Free silver, which was unregistered, was in great demand. Mer- 
chants granted large discounts for purchases made with free (smuggled) 
silver. 

Bullion evaded tax through a number of devices. Silver from Peru 
was consigned to nonexistent persons in Panama and then transported 
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across the Isthmus and loaded on ships for Spain. Since the silver sup- 
posediy stayed in Panama, it never appeared on the ship's register. 
Smuggling into Spain was easy; naval commanders of the escort vessels 
unloaded the bullion at smalI fishing villages far from the ports of entry. 
Sometimes silver was loaded at night just before the ship embarked for 
Spain, after the ship's register was closed. Other silver was understated 
on the register, then understated again at Spanish customs with the ap- 
propriate bribe. No one will ever know how much silver was really 
shipped to Spain during the early 1600s. For example, in 1600 silver 
worth thirty million pesos was shipped to Spain. By 1650, when smug- 
gling was in full swing, only three million pesos-worth was shipped, 
according to customs records. 

It could be argucd that silver shipments declined from exhausted 
mines in the New World. There 1s truth in that, but shipwrecked galle- 
ons that have recently been salvaged by scuba divers in the Caribbean 
have uncarthed enormous guantities of silver bullion. Evidence of cus- 
toms evasion comes from trade records for the famous Mexican dye, 
cochineal. Revenues from this dye declined like bullion imports did 
during this same period, while other sources indicate the amount of dye 
in production in Mexico was not declining at all and was destined for 
Europe. 

The Crown tried to stop smuggling in every manner conceivable. 
They tried the death penalty. This did not scare anyone, so they went to 
the other extreme and offered a pardon for confessed smugglers if the 
smuggler would promise to be good. The Crown promised to stop silver 
confiscations. All these efforts failed because “the habit of fraud was 
too deeply engrained.”!* 

The evasion system of Imperial Spain survives today. The present 
Spanish government publicly admits tax evasion is a serious problem 
for the revenue. Throughout Latin America businessmen find the bribe 
an indispensable tool in doing business. The current laws in the Ünited 
States against bribes and kick-backs confront a standard operating pro- 
cedure that is four hundred years old. It is doubtful if real progress can 
be made against this system. At some place in the transaction of busi- 
ness and taxes, a bribe will be given—and if the Americans won't pay 
it, someone else will, in some form or another. 

Oxford's leading scholar on Imperial Spain said: 


Spanish industry was strangled by the most burdensome and complicated 
system of taxation that human folly can devise.... The taxpayer, overbur- 
dened with imposts, was entangled with a network of regulations to pre- 
vent evasion. ... He was thus crippled at every step by the deadiy influence 
of the anomalous and incongruous accumulation of exactions.'4 


202 Russia, Switzerland, Spain, and Germany 


This historical indictment of Spanish taxation has an application to 
our tax system—certainly the “most burdensome and complicated sys- 
tem of taxation that human folly can devise.” Historically, we are not 
alone. 

As oppressive as Spain's tax system was, was it not Spain's taxpay- 
ers, rather than its tax system, that wrecked the empire? Was the 10 
percent alcabala in the Netherlands, or the 5 percent alcabala in Portu- 
gal, really so intolerable? 

There are probably no objective standards to determine when a tax is 
intolerable. The American Revolution clearly established that proposi- 
ton. Taxes must be measured by subjective standarda—by what a peo- 
ple are willing to accept. Spain's troubles began when her taxpayers 
launched a triple-barrelled attack on the system in every conceivable 
manner. Spain's tax story illustrates, above all else, what can happen 
from massive taxpayer discontent. Spain's troubles probabiy started 
when the Council of Finance decided to “turn the screw” on Spanish 
taxpayers; when revenues were not spent for defense. There is probably 
nothing more dangerous for a government to do than crack down on 
taxpayers who defy a rotten tax system. When the Spanish government 
finally came to its senses and realized the system was bad, it was too 
late—disobedience had become a way of Spanish life that could not be 
changed. 

Thomas Jefferson touched upon this problem when he wrote a letter 
to James Madison suggesting that a country needs a rebellion every 
twenty years or so, and that the government should not punish the rebels 
too severely because they are pointing out sicknesses the government 
needs to look after.” Applying this to taxation, massive taxpayer non- 
compliance or even anger with a tax system should be a waming to 
governmenis that something needs to be corrected. Ignoring the symp- 
toms could be like ignoring the danger signals of a serious illness. The 
Spanish government (like most governments) interpreted tax defiance 
asa call to arms to enforce obedience. The resulting crackdown was 
about as effective as putting gasoline on a smoldering fire. 

A full century before Spain's collapse, there were a remarkable num- 
ber of wise Spaniards who urged reform, going back as far as Cardinal 
Jimenez shortly after the discoveries of America. Their utterances and 
efforts came to naught. As Gonzales de Cellorigo put it around 1600, 
while helplessiy watching Spain's decline, “Those who can, will not, 
and those who will, cannot.” !6 
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How Cortes and Pizarro Found that 
Taxes Were the Chink in the Armor of 
ihe Aztec and Inca Rulers 


The story behind the conguest of Mexico is one of the most fascinat- 
ing and romantic tales in history. It has all the cearmarks of a Hollywood 
motion picture: a tall, handsome and daring commander, a group of gal- 
lant men, a beautiful and clever woman, palace intrigue, and all the rest. 
The military story is unparalleled in history; if it had been written as 
fictlon it would have been held up to ridicule. The militant Aztecs, num- 
bering over a million strong, could not possibiy have suffered defeat 
from 508 soldiers, 16 horses, 14 cannon, and a few greyhound dogs. 

Until recentiy historians offered the Çuetzalcoatl story to explain 
Cort&s's incredible feat. When Hernân Cort&s landed in Veracruz in 
1519, the Aztecs are supposed to have thought he was the bearded god 
returning, and before they knew otherwise, Cort&s seized control of the 
empire and killed Montezuma II. Modern historians discard this theory. 
Long before a single Aztec warrior faced the Spaniards, Montezuma 
was aware the Spaniards were enemies, not gods. Soon after Cort&s 
landed he desecrated Aztec temples, something a god would not do. The 
Spaniards made it clear to Montezuma they were after the tax spoils of 
his realm. To understand the full story we must go back and look at the 
Aztecs before Cortgs. 

The Aztec empire was called the Triple Alliance, being a union of 
three great cities, with Mexico City as the hub of the empire. This alli- 
ance was formed two hundred years before Cort&s arrived. The Aztecs 
conguered the weaker cities of Mexico and organized them into tax- 
rendering vassal states. No attempt was made to rule over them or to 
develop any cultural or social relations. They were, first and last, tax- 
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paying assets of the realm. The Aztecs, like the Assyrians in the eighth 
century B.C., used terror and military power to collect taxes and control 
their empire. It was the New World's age of terror-taxation. The similar- 
ity between Assyrian and Aztec tax methods has been noted by leading 
anthropologists.! 

Aztec imperialism followed a simple pattern. Merchants would be 
sent out from Mexico City in disguise to acguire goods from cities that 
looked like worthwhile prospects for plunder. These merchants would 
retum with these goods for examination plus information about the de- 
fenses and armies of the city. If the city was rich enough, and if the 
prospects for conguest were promising, a huge war party would be as- 
sembled and sent forth to attack the city. 

The Aztecs were masters of camouflage and they attacked by stealth, 
usualiy scoring a decisive victory. The rulers of the defeated city would 
sue for peace, a conference would be held, and the peace terms re- 
solved. The city rulers could keep their positions of leadership, except 
that they would now be tax-paying vassals of the Aztecs. Every eighty 
days an Aztec tax collector would arrive to receive the taxes specified 
in the treaty. 

There would be no army of occupation, but a district director of Aztec 
revenue Would be stationed in the region to keep a finger on the pulse 
of the community. Except for this tax director, and a few assistants, no 
other Aztecs would remain behind. The district director would report 
regularly to the emperor: “The task of this local tax-gatherer was not to 
act as governor of the province, but more as a kind of imperial agent to 
ensure payment of the amounts stipulated.”? 

At the conclusion of the peace treaty the Aztecs would be lavishily 
entertained, loaded with presents, and with the first tax installment they 
would depart for Mexico City, accompanied by numerous prisoners for 
sacrifice to the gods. 

Deflance against Aztec taxation was common, Just like it had been in 
Assyria. The system suffered the same defect in the New World as in 
the old— without troops stationed in the subject territorlies rebellion and 
defiance were inevitable. Conseguently, the Aztecs were continually 
fighting small brushfire tax rebellions that plagued the empire. Since 
there was no army of occupation to back up the tax gatherers, the Aztec 
empire was continualiy on the brink of rebellion. 

A typical outbreak occurred in 1458 in the city of Cotaxtla (near Ve- 
racruz). The Aztec district tax director and all his assistants were killed. 
A surprisingiy patient emperor sent in a group of special agents to 
threaten and intimidate the rebellious city, but the city put these agents 
to death and then dressed their corpses in sumptuous robes, set them 
before a feast, and prostrated themselves before the dead agents. Ad- 
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dressed as lords, they were asked why they did not eat. When news of 
this reached Montezuma |, he went into a rage and proclaimed: “It is 
resolved that the people of Cotaxtla shall be utterly destroyed, and that 
no memory of them shall remain.” Eventually the Aztecs reconguered 
the city, but Montezuma changed his mind about making reprisals; in- 
stead, he invoked the usual tax penalty for rebellion, i.e. double the nor- 
mal tax. Like most wise tax men he decided to protect the revenue, not 
destroy it. 

The Cotaxtlans were enticed into murdering Montezuma's revenue 
agents by the Tlaxcalans, who were the most defiant and successful of 
all the Aztec tax rebels. Fortunately for Cort&s they lived midway be- 
tween Veracruz and Mexico City, for without the Tlaxcalans it is diffi- 
cult to see how Cort&s could have succeeded. No Aztec ruler had been 
able to subdue them, and after years of successful defiance they under- 
stood Aztec military strategy in every detail and drove Montezuma to 
tears. İn the end, about all the Aztecs could do was set up an economic 
blockade which prohibited the Tlaxcalans from trading with the empire. 

There were other rebellious cities on the edge of the empire and occa- 
sionally the emperor's big battalions achieved indecisive results on the 
field of battle. Aztec conguests may have been the result of bluster and 
show rather than solid military strength and power. 

Cort€s landed near Veracruz in Aztec tax-paying territory. He soon 
met the local Aztec district tax director, named Tindile, and even 
though there was no visible display of power, Cort&s realized Tindile 
was the local strong man. 

Tindile watched Cort€s and kept the emperor informed of his every 
movement. He reported that the Spaniards had strange beasts (horses 
and greyhound dogs), unlike anything the Aztecs had ever seen. Besides 
these beasts, the bearded white men had sticks that spoke with fire, can- 
non that roared like lightning, and huge sailing ships that dwarfed the 
small vessels of the Aztecs. It would be like having invaders from outer 
space land on the Farth with superior space eguipment, weapons, and 
strange animals. Montezuma was filled with fear and wonder. These 
were no ordinary men. lt seemed prudent to present them with lavish 
gifts and hope that they would go away. As we know, the rich gifts only 
whetted Spanish appetites for more. From the moment Cort&s feasted 
his eyes upon a Spanish helmet Tindile had filled with gold, there was 
no stopping him. This was perhaps the most fatal move Montezuma had 
made. Cort&s now knew that the stories of Aztec gold were true. 

Cort&s was not blinded by his lust for gold; for five months he 
camped at Veracruz and studied the situation. A guick assault on Mex- 
ico City would have met certain disaster. In a direct pitched battle the 
odds would have been at least a hundred or a thousand to one. On the 
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positive side, Cort&s had the hardware to deliver a mortal blow with 
this small, but superior fighting force, if he could effectively position 
himself. 

One day when Cort&s was walking along the beach near Veracruz he 
met five Indians who were embittered by the yoke of Aztec taxation. It 
was a momentous discovery for Cortes—he had found his answer— 
taxes were the chink in Montezuma's armor. 

Following this lead Cortes went to visit the city of these discontented 
taxpayers. As soon as he arrived at the city, some of Montezuma's tax 
men appeared. Cortes noticed that when the Indians heard that Monte- 
zuma's men were coming, they “lost color, trembled with fear, and hur- 
ried away to receive them.”? Cort&s arrested Montezuma's tax men and 
after roughing them up, he released two of them so they could return to 
Montezuma and tell their story (the Indians wanted to kili all of them 
on the spot). Cortes knew that the Aztecs would return to punish these 
Indians and thereby force the Indians to look to the Spanish for protec- 
ton and enter into an alliance for their own safety. When news of this 
defiance reached Montezuma, there was no guestion, from that time 
forth, that the Spaniards were rivals and enemies. To further irritate the 
Aztecs, Cort€s desecrated the idols in the Aztec temples. 

No sooner had these Indians joined forces with Cortes than he started 
his drive for Mexico City. On the way he entered the lands of the Tlax- 
calans, the one foe the Aztecs could not subdue, but the Tlaxcalans were 
no match for the Spanish. After a few skirmishes they sued for peace 
and added their strength and wisdom to the Spanish assault. Montezuma 
was in a state of shock when he learned of the ease with which the 
Spanish subdued the Tlaxcalans. He invited Cort&s to Mexico City, 
hoping to prevent a Spanish-Tlaxcalan alliance. He then changed his 
mind and ordered them not to come. Nothing, however, could deter Cor- 
tE€s from his objective—he had learned much from the Tlaxcalans who 
pointed out defects in the Aztec military system and weaknesses in the 
empire. Cortös was a leader of rare genius and incredible courage; by 
exploiting the tax discontent of Montezuma's vassal states he could 
achieve victory over impossible odds. Yet, had he failed to see that taxes 
were the chink in Montezuma's armor, he may have never left Veracruz 
alive. 

The Spaniards destroyed most of the culture of the Aztecs. They at- 
tacked pagan worship and human sacrifices with a fury egual to their 
lust for gold. As a result of this mass destruction the key to understand- 
ing the civilization of ancient America was lost. One aspect of Aztec 
culture was permitted to survive, however. To exploit the riches of Mes- 
oamerica, Aztec tax records were meticulously preserved. We know in 
detail the amount of taxes Montezuma collected from each city and 
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Hernân Cort&s joins forces with the friendly natives of Tlaxcala for his assault on Mexico City. 
His interpreter, Dofa Marina, stands behind him. The Tlaxcalans had sucessfully evaded Aztec taxes 
and conguest for centuries and contributed both psychologically and militarily to the Aztec defeat. 


from the empire as a whole. Each year Montezuma received seven thou- 
sand tons of corn, four thousand tons of beans, and no less than two 
million cloaks, to name some of the basic items.* So effective was the 
Aztec tax system that not even the dates of payment were changed by 
the Spanish. Two hundred years after Cort€s, the Indians of Mexico 
were still paying taxes every eighty days, exactly as they had done for 
centurles before Columbus.” 

The tax story of the Indian empires did not end with Cort€s. Within 
a few years another Spanish conguistador, lusting for gold and silver, 
led an assault on the empire of the Incas. Francisco Pizarro conguered 
another great empire composed of millions of Indians by exploiting the 
tax discontent of the tribes held under one gigantic bureaucratic pyra- 
mid of tax collectors, with the emperor at the top as the Son of the Sun. 

The Inca Empire was divided into four provinces that spread over 
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the western slopes of the Andes from Bolivia to Peru to Eguador. Each 
province was divided into a myriad of tax districts on a pyramidal struc- 
ture: units of 10,000 taxpayers, then sub-units of 5,000, then 1,000, then 
500, then 50, then 10 at the bottom. Ünlike the Aztecs who exacted 
products and commodities from their conguered subjects, the Incas 
were more centralized, and exacted labor from all taxpayers—abor for 
agriculture, public works, mines, warriors, runners, metal workers, 
weavers, and any other needs of the emperor. Like the scribes of Egypt, 
the tax men paid no tax. Since the emperor was a god, rebellion among 
the Incas was unlikely, but not so with the conguered non-Inca tribes. 

This massive empire of exploited taxpayers was ripe for rebellion, 
and Pizarro, like Cort&s, was the man of the hour. Once again we wit- 
nessed the conguest of a mighty empire of millions by a small force, 
even smaller than Cort&s's: two hundred men, horses and cannon. As 
with the Mexicans, taxation was the chink in the armor of the Inca Son 
of the Sun, Sapa Inca. 

In the end, the conguered Inca Empire exchanged one despotism, 
with rigid but known tax demands, for another system of exploitation 
and despotism, with unlimited demands. In each instance it was the no- 
bles, whether Inca or Spanish, who exploited the taxpayers and made 
ruthless demands for the wealth of the empire. Perhaps it was worse 
under the Spaniards, for while the Incas were tax-slaves under their em- 
peror, under the Spanish they were chattel slaves used to channel the 
gold and silver of the realm into the pockets of their European masters. 
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Taxes Forge Modern Germany 


In 1524 astrologers and mystics in Germany foretold of impending 
troubles. The alignment of the planets in the sign of Aguarius indicated 
that there would be a great flood, as in the days of Noah. Strange mon- 
sters were reported to have appeared and some suggested that the great 
flood would be composed of peasants, overthrowing their masters. 

The first peasant disturbances had begun some fifty years carlier 
when a young mystic, Hans the Piper, announced that the Virgin had 
appeared to him and told him to go forth and preach: There should be 
no princes or priests; everyone should be a brother to his neighbor, earn 
his bread with his own hands, and possess no more than his neighbor. 
All taxes, duties, tolls, rents, and other exactions should be abolished. 
The forests, streams, and lakes should be open to everyone. 

In his last appearance Hans told the men to return in a week, armed 
with weapons and prepared to go forth with the Virgin as their leader. 
The next week, over 34,000 peasant men returned, but the Piper was not 
to be found. He had been seized by a local bishop and burned alive as 
a heretic. Other peasant leaders followed the Piper but they too were 
arrested and executed. To check further disorder German nobles prohib- 
ited peasant assemblies, including weddings and popular merry-making 
festivals. Angry peasants reacted in 1524 by refusing to work or pay 
taxes. Tradition says the great Peasant Revolt began in the Black Forest 
when a noblewoman made an exaction of labor on a holiday. Since the 
peasants were forbidden to celebrate she could see no reason why they 
shouldn't work. The peasants formed a league, adopted flags, and is- 
sued a document called the twelve articles, which called for the aboli- 
tion of new taxes and the reduction of old ones. Thereafter, angry peas- 
ants swept through the countryside in mobs İynching any nobles they 
could find and devastating castles and churches. Unfortunately for the 
peasants these mobs were disorganized; they had common grievances 
but not common leadership. 
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A 1517 engraving portrays a German peasant paying his taxes with eggs. The slaughter 
with which German nobles responded to peasant revolts left the country depopulated for 
over a century. 


Martin Luther was on the scene when these uprisings took place. He 
first supported the peasants: 


We have no one to thank for this sedition save ye princes and lords.... 
Moreover in your worldiy pursuits ye do naught otherwise than to fay and 
extort taxes that ye may satisfy your ponmp and vanity, till the poor peasant 
cannot and may not bear it any longer. 


A month later, Luther changed his mind after observing the destruc- 
tlon and death wrought by the peasants. He wrote a new pamphlet enti- 
tled, Against #he Murderous and Thieving Bands of Peasants, and called 
on all decent Christians to “crush them, strangle them and pierce them 
... even as one Would strike deada mad dog.”? 
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Shortiy thereafter the tide of battle turned against the peasants. Their 
slaughter reached proportions almost unknown in history. Germany 
was depopulated for over a century. 

Luther and his noble friends failed to consider the economic conse- 
guences of their genocidal policy. Without peasants, who would plow 
the fields, harvest the crops, or provide labor to support the nobles? 
When the last member of one peasant family was led off for execution, 
his pleas for mercy fell on deaf cars until he told his executioners that 
his death would leave no one to harvest the crop. The lord promptly 
freed him. Eventually, economic realities prevailed over fanaticism, and 
the slaughter stopped. 

Germany emerged from the Middle Ages as a bundle of little king- 
doms. Every few miles there was a new prince with a new domain. The 
Holy Roman emperor ostensibly ruled over these principalities, but he 
was only a figure-head and had no sovereign powers. 

Shortly after the peasant revolts, the Hohenzollern family in Berlin 
started to acguire more and more German territories. This family had 
produced the leaders of the Teutonic Knights, a powerful crusading 
order, whose presence was felt in all of Europe and even into Russia. 
Order and discipline governed these knights, and the Hohenzollern fam- 
ily applied these traits to their growing political domains, which in- 
cluded small bits and pieces of territory from the borders of Russia to 
the Rhine. The story of the formation of the German state over the next 
three hundred years is the story of the expansion of these bits and pieces 
into a unified, geopolitical Germany. With adroit diplomacy at the right 
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A coach stopped at toll gates, early nineteenth-century Germany. Before unification in the 
nineteenth century, Germany was composed of a number of small princedoms, each with 
its own laws, money, and taxes. The tax system crippled commerce, primarily because of 
the toll gates that were erected at all borders, bridges, and even roads within each 
principality. Merchants and travelers were stopped every few miles to be guestioned, 
searched, and taxed. Small wonder Germany was an insignificant power before 
unification. This is why Germany was a latecomer among Europe's leading empire 
builders. 
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time, with the good fortune of being on the side of the victors during 
the Napoleonic Wars, with superior discipline and tactics, the Prussians 
exercised an influence in Furope far in excess of their size. The Haps- 
burgs and French were political giants, yet in the end the Prussians won 
and drove these superpowers from what is today modern Germany. 

The first notable Prussian ruler was Prince Frederick William of 
Brandenburg (1640-1688), called the Great Elector. He was one of the 
body of electors who elected the Holy Roman emperor to his figurehead 
office. Incidentally, the Electoral College in the Ünited States was de- 
rived from this German institution, which was still in operation in 1787 
when the United States Constitution was adopted. 

The Great Elector tried to repopulate Germany by inviting Jews and 
outcast French Huguenots to come to Germany and receive special tax 
privileges and favors. He organized a small but brilliantly trained army 
and rented it out to the highest bidder. When the army was not in the 
field it was put to work constructing canals and public buildings. Sol- 
diers were used to administer the affairs of state and to operate the tax 
system. Prussia, it was sald, was not a state with an army, but an army 
with a state. The story of the German people, their achievements and 
their tragedies, is tied closely to Prussian militarısm. 

The Peasant Wars convinced German aristocrats that the serfs were 
not to be trusted. These landed gentlemen, called junkers, held poor 
guality lands and they had limited resources to defend themselves 
against invaders from without and rebellious peasants from within. The 
Hohenzollerns offered their military forces as security to the junkers in 
retum for the right to collect an excise, like the Spanish alcabala. Ger- 
many was one of the few places in Europe where the excise tax was 
introduced without any trouble. The tax was administered by the war 
office in Berlin, which was as much a tax bureau as a military staff. The 
Prussian alcabala succeeded because of the efficiency and discipline of 
army tax administration. When Peter the Great had his army administer 
the soul tax, he was copying Prussian ways. The difference, however, 
was that Russia's army tax men were notoriously corruptible—the Prus- 
slans were not. Berlin became a “Sparta of the North”; its army tax 
men were ordered to “ein plus machen,” i.e., make a profit.? 

The great-grandson of the Great Elector, Frederick the Great, injected 
an element of moderation into Prussian rule, perhaps because his father 
had Frederick's best friend beheaded in his view when the two of them 
went AWOL from army service. Frederick turned his military forces on 
the Goliaths of Furope with remarkable success. When Napoleon vis- 
ited his tomb he told his aides, “Hats off, gentlemen—if he were still 
alive, we should not be here.”* 

Frederick the Great was a true benevolent despot, except with respect 
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to the Jews. He adopted detailed anti-Jewish regulations which even 
went so far as to forbid marriage so the Jews would not have children. 
Special collective Jewish taxes were instituted after the pattern of the 
Middle Ages; some Jewish properties were confiscated. The anti-Semi- 
tism that so characterized Nazi Germany found strong support from this 
great national hero; his special Jewish taxes and laws survived until 
1850. Hitler did not have to go back more than eighty years to find a 
format for Jewish oppression. 

Frederick inherited a full treasury from his frugal predecessors, but 
he soon dissipated it by trying to reduce taxes and increase government 
spending. Öne of the first things he did was to abolish heavy taxation 
and proclaim himself “King of the Poor,” and then undertake a number 
of expensive programs to improve the lot of German peasants and work- 
ers. This drained his treasury and compelled him to reinstate the taxes 
he had cancelled. Frederick could never guite accept the hard rules of 
economics, especialiy the self-evident truth that high government 
spending reguires heavy taxation, sooner or later, in some form. Freder- 
ick's zeal for benevolence backfired. If he tried to improve the guality 
of life for the poor, he had to raise revenue to achieve that end—but this 
reguired increased taxation, which fell back on the very people he was 
trying to help. Furthermore, Frederick's military adventures, though 
successful, kept his treasury bare. Low taxes were not possible in a 
world dominated by military operations. 

On one occasion when Frederick was away on a military campaign 
his enemles seized his treasury. This loss was more upsetting than a 
battlefield defeat. In desperation he issued leather money, hoping to fill 
the void in his finances until hard cash could be obtained. But the most 
incredible of all his revenue undertakings was the reopening of tax rolls 


Lg: 


rise Li 


ederk the Great”s French tax-farmers on their way to Berlin to take over from his army 
tax collectors. Effective though corrupt, the French professionals were later said by 
Frederick to have “plundered Prussia to make their pile,” but he retained their services to 
his death. 
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back to the year a.n. 1221! This was possible because taxes were col- 
lected from towns, not individuals. If atown had failed to pay its annual 
taxes a century before, Frederick could demand payment from its cur- 
rent inhabitants. 

Actually, this maneuver is not as far-fetched as it may appcar. We 
have no statute of limitations when a taxpayer fails to file a return. In 
some situations, the responsibility for unpaid taxes passes to the heirs 
of a dead taxpayer. Frederick was doing on a village level what we do 
on an individual level. When a government needs money—no matter 
how enlightened it may be— there seems to be little concern for the 
moral principles that govern non-tax affairs. The statute of limitations 
was designed to compel creditors to bring law suits when recollections 
are fresh and evidence is not stale. Tax claims reguire the same kind of 
evidence as any other claim for debt. Why should stale tax claims be 
outside long-established principles of sound jJurisprudence? 

One of the most delightful stories in the entire history of taxation 
came from Frederick's troubled times. During one of his cabinet meet- 
ings Frederick asked his finance minister why his treasury was so low 
when his subjects were paying so much tax. Where was all the money 
going? To explain the problem, the finance minister asked for a piece 
of ice. He handed it to the minister farthest from the king and told him 
to pass it to the next person, on up to the king. By the time the ice 
reached Frederick all he received was a wet hand.” The lesson the fi- 
nance minister taught the king ranks in wisdom with the parables of the 
Bible. Most taxes are consumed by the bureaucracies of the govern- 
ment. İt is a wonder Frederick even received a wet hand. 

The Prussians collected three basic taxes. Rural areas paid a land tax 
based on a percentage of the value of the expected harvest. An appraisal 
took place before the harvest, and if there was a last-minute crop failure 
the result would be disastrous. Like the ancient harvest taxes of Egypt 
and Rome, the tax was not abated. 

Inhabitants of towns paid an occupation tax, a kind of license fee to 
carry on their trade or business. Nobles were not tax-exempt unless they 
served in the military. Even church lands paid taxes. 

Most revenues came from excises and customs. Frederick made an 
innovation in his tax administration by replacing army tax collectors 
with French professionals (tax-farmers).9 The Frenchmen were tough, 
and perhaps corrupt. One of Frederick's ministers said these Frenchmen 
had reduced the German people from “comfort to utter misery—by the 
damnable efficiency of the tax collectors.” Another critic said Frederick 
was not always looked upon as the father of his country, but as a tyrant 
who employed “foreigners to screw out of his subjects the money 
needed to implement these plans J|i.e. military adventures|.” Frederick 
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was not blind to the oppressiveness of his French tax men. He told the 
Frenchman who was head of his excise bureau that his men were 
“rogues who steal whatever they can lay their hands on,” and that they 
had “plundered Prussia in order to make their pile.”7 (The slang words 
“screwed” and “making a pile” are of considerable antiguity.) Not- 
withstanding all these ravings and rantings, Frederick kept his French 
excise collectors until his death. 

When Frederick died he left a sizeable treasury and a first-rate mili- 
tary force, and he accomyplished this with a country that was second rate 
in resources and population size. He was undoubtediy one of the finest 
European leaders in the eighteenth century. Few can compare with him 
in energy, dedication, creativity, and success. As the George Washing- 
ton of Germany, he left his mark on his countrymen for all time. 


Part V 


The Ancien Rögime 


In the Middle Ages the French king was not much more than a me- 
dium-sized baron. Many nobles in France were larger and more power- 
ful than the king of France. The English king, on the other hand, started 
as the absolute ruler of England with William the Congueror in 1066. 

The childhood game of king-of-the-mountain is useful in understand- 
ing Furopean political history. England's monarchy started at the top 
of the mountain and slowly moved down its slopes until it reached the 
bottom, where it exists today as a mere figurehead of state, with no 
power. The French king started at the middle of the mountain, moved 
to the top and remained there until his head was chopped off in the 
French Revolution. Taxation was a critical factor in the movement of 
these two monarchies up and down the mountain. 

No Magna Carta was necessary in France for the simple reason that 
feudal contracts granted freedom from taxation to most nobles; further- 
more, French kings respected these contracts and would not dare insti- 
tute an exactio inaudita (an unheard-of tax). 

Tax restraints on the French monarchy also applied to lords. The 
taille, like the English tallage, was hated as much in France as in En- 
gland. Many charters between lords and commoners prohibited this 
most arbitrary power to tax. In Flanders, the local count invited weavers 
to come and live, upon the express condition that there would be no 
taille. The weaving industry that developed from this taille immunity 
still survives as the dominant industry in Flanders today. The attitude 
of the French people towards the taille is ıllustrated in this preamble to 
the medieval charter for the city of St. Denis (near Paris): 


(the tailleJ is inordinately bad and hateful, in that it kept them in constant 
fear, and So, not daring to display their goods, they made little gain. 
Wherefore, not only were the outsiders afraid to settle in the town, but the 
natives were impelled to go elsewhere. 


The charter of St. Denis specifically abolished the taille if the inhabi- 
tants would pay a fixed poli tax each year. The hatred the French people 
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had for the taille became a critical factor in the course of French history 
up to the time of the defeat of Napoleon. Of egual importance was the 
zeal of the French people for tax immunities. Not even Napoleon, dur- 
ing his most critical times, could alter that zeal. Many Frenchmen lived 
without taxation. It was a prerogative of political power. In the French 
Revolution it was only natural for the overtaxed peasants and workers 
to expect tax immunity as the fruit of victory and a gracious benevo- 
lence from their emperor. Napoleon could defeat the armies of the 
world; he could re-arrange the nations of Europe at wili—but he could 
not move the French peasants from this illusion. 

Philip the Fair, the French king who expelled the Jews and seized 
their wealth, started France down the road to royal absolutism, primar- 
ily through his lawlessness. After fleecing the Jews he utilized the same 
process to steal money from the rest of France's bankers. He then turned 
on the church and when the pope threatened excommunication he sent 
a band of thugs to kidnap the pope to establish the papacy on French 
soil where it would be more cooperative toward his tax plans. This pe- 
riod of “Babylonian captivity,” as it has been called, was instituted by 
the king of France to assure his right to tax church property. 

Philip finally succeeded in increasing taxes on the nobility by com- 
muting knight service into an annual tax like the English scutage. On 
top of this bastardized scutage he added a capital levy, but he was un- 
able permanentiy to enforce this tax. 

Philip's most difficult problem was with heirship. He had a daughter 
and a grandson, which should have solved the problem, except his 
grandson was in England and was the Crown Prince. On Philip's death 
the Kingdom of France passed to the king of England. No Frenchman 
could accept this. 

There are moments in history when sound legal principles produce 
outrageous results. This was such a moment. When that happens, law- 
yers can be counted upon to find a solution. In France they unearthed a 
seven-hundred-year-old Frankish law which prohibited a woman from 
becoming a monarch. They then stretched this to mean that her son 
could not be a monarch either. This reasoning was ridiculous because 
under long-established principles of primogeniture any man can inherit 
a kingdom through his mother. Nevertheless, it was enough to wrench 
the French monarchy from the clutches of the English. 

The English were not as interested in the French kingdom as they 
were in their feudal lands along the coasts of France. Parliament re- 
sponded, as we have noted, with a modest grant to the king to raise an 
army to recover these lands. The battles that followed started the Hun- 
dred Years” War, a war England lost even though it won most of the 
battles. 
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This sympathetic cartoon shows the abused French peasant farmer, gaunt and tattered, 
feeding his livestock, toiling in the field, and paying all his profits to the tax man. 


Iwo important events brought victory for the French—loan of Arc 
and a new French tax system. Joan rallied the French people behind a 
new king who had good reason to be unsure of his claim to the throne 
(he was a nephew of Philip, while the English king was a grandson). At 
the same time, the Estates General, a kind of parliament of France, also 
supported the wavering king and granted him the power permanently to 
levy the taille against much of the wealth of France. England's short- 
term tax armies were only good for a battle or two, while French armies 
had a solid financial base to endure defeats and eventually drive the 
English from French soil. This was the tax that beat the English. (Four 
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hundred years later, in the second Hundred Years” War, the tables were 
reversed. By this tüme Britain had developed a tax to beat Napoleon.) 

With his new tax power the king of France was the envy of the mon- 
archs of Europe. He was also granted the power to levy a sales tax and 
a tax on salt, but it was the taille that provided over 80 percent of his 
revenues. Looking at this new grant of taxing power from the standpoint 
of the French people, it eliminated the need for parliamentary debate 
and bargain. The Estates General was not needed any more. Royal abso- 
lutism, though not as absolute as it claimed, was nevertheless the conse- 
guence. The French monarchy could now easily move to the top of the 
mountain while the king of England was clearly on his way down. 

During the Hundred Years” War, overtaxed peasants revolted in 
France and England. In France the revolts erupted in 1348 when tailles 
were increased beyond endurance to raise funds to ransom the king and 
a number of his nobles. A ransom of over one million gold crowns was 
actually paid. The revolt was led by a peasant named Jacgues Bon- 
homme, and it was called the revolt of the Jacguerie. As usual the peas- 
ants were massacred (about twenty thousand), but not before the “Isle 
of France was a desert.” 

For the next two hundred years peasant uprisings over taxation 
brought devastation and death throughout Europe. These revolts are sig- 
nificant because the peasants never had a voice in taxation, though they 
bore most of the burdens. The Parliament of England and the Estates 
General in France had no seats for representatives of the peasants. Con- 
stitutional struggles between kings and their subjects over taxation did 
not concern the peasants. When taxation became too oppressive for 
them they voiced their discontent through the only means available: vio- 
lence. 
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The Devil's Tax System 


So there is only one way of escaping taxatlon and that is to make a fortune. 
—Pierre-Samuel du Pont de Nemours 


The revenue system that finally evolved out of the taxing powers 
granted to the French monarch in the Hundred Years” War was every- 
thing a good tax system should not be. A French writer of that period 
said that if the Devil himself had been given a free hand to plan the ruin 
of France, he could not have invented any scheme more likely to 
achieve that objective than the system of taxation then in operation. 

It was a system that produced the greatest amount of viciousness be- 
tween man and man, and man and state. İt was a great evil, but not 
without parallel to other times and places. The tax system of the ancien 
regime was not unigue, any more than the corruption in Nixon's regime 
was unigue; it was simpliy a high water mark in bad taxation. It teaches 
us much about taxation and the evils bad taxation will produce, not only 
in the injustices of government, but in the atrocities angry taxpayers are 
inclined to commit. 

When the Crown tried to introduce a wine tax in Bordeaux in 1635, 
angry taxpayers shouted: “Death to the gabeleurs! Kill the gabeleurs!” 
and they meant it. (French tax collectors were called gabeleurs. ) 

The name ancien reögime refers to the social and political order of 
France before the French Revolution in 1789. Histortans have often re- 
marked that it is not easy to understand this period of history. The 
French monarchy is said to have been absolute. Historians often spend 
whole chapters comparing the absolutism of the king of France with the 
limited monarchy in England. The best illustration of that absolutism is 
the remark made by Louis XIV concering complaints about excessive 
taxation. Louis said that since everything belonged to him, he was only 
taking what was his. Actually, the French monarchy was anything but 
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absolute. The mere suggestion by the Crown of a need for tax increases 
was enough to produce a revolt and end the life of some innocent tax 
collector. There were revolts of major proportions that were incited by 
groundless rumors about new taxes. To combat these rumors the gov- 
ernment Would send out high-ranking officials with impressive docur- 
ments to assure and reassure the people that the rumors were false. If 
that was not enough, the Crown threatened the death penalty for anyone 
guilty of spreading such rumors. Behavior of this sort on the part of 
government is more an indication of panic than absolutism. There is no 
doubt, however, that Louis XIV did boast about his absolute power, but 
it is doubtful if even he believed it. One thing is certain, the French 
people didn't believe it. The so-called absolutism of the French monar- 
chy was only a facade.! 

The taille (usually a land and wealth tax), became an ordinary annual 
assessment after the Hundred Years” War, fluctuating with the king's 
military needs. It could have been an eguitable form of taxation if it had 
been applied to the kingdom as a whole. Unfortunately, the nobility and 
clergy and even some of the cities and provinces were exempt or had 
reduced rates. For some it was a land tax; for others it applied to ali 
wealth. This ineguity prompted one finance minister to blame most of 
the ills of the kingdom on the taille, which he said left one-tenth of 
the people beggars, five-tenths next to beggars, three-tenths overtaxed 
workers, and one-tenth in modest comfort. 

By the eighteenth century, the taille was called the “peasant's tax” 
because most everyone else had found some way to avoid it. During the 
French Revolution, when the taille was finally abolished, the famous 
Pierre-Samuel du Pont de Nemours (who later fled to America to found 
the great Du Pont financial dynasty) told the French National Assembiy: 
“One will hardiy believe that in order to become noble it is sufficient 
to become rich; and to cease to pay taxes it is sufficient to become 
noble. So there is only one way of escaping taxation and that is to make 
a fortune.”? 

For over two hundred years the French monarchy tried to reform the 
taille, but it was simply not powerful enough to reconstruct a more egui- 
table system. About all it could do was tinker with the existing system 
and retreat whenever resistance was too formidable. Louis XIV came 
close to modifying the taille with his poli tax, which classified everyone 
into twenty-two categories. Fach category paid a rate of tax based on 
the amount of wealth normally associated with that category. This grad- 
uated form of wealth taxation was designed to reach the taille-immune, 
but with the aid of able lawyers evasion was easy. When Louis XIV 
died the poll tax was guickly repealed. 

Some tailles were administered by local governments, but most were 
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under the national government. The country was divided into twenty- 
four districts, each with a district director called an Intendant, the strong 
man or “special agent” of the system: “Intendants were employed... 
to supervise tax assessments and collection by the tax bureau or to spy 
on the judicial work of local judges and tax agents.”? 

The excise was called the gabelle, which was levied on just about 
everything that moved, including food. On wine there were five kinds 
of excises: a tax on the vine, a tax on the harvest, a tax on the manufac- 
ture, a transportation tax, anda tax on the sale. The poor drank cider. 

Wine tax collectors made daily rounds to check on the wine inventory 
of tavern keepers. A hidden cache was normally buried in the cellar 
and sooner or later the inspector would discover the untaxed wine. This 
discovery would be silenced by a bribe. The Frenchman of three hun- 
dred years ago drank his wine despite the intolerable tax burdens placed 
upon it. 

Related to the excise are stamp taxes, which usually come in the form 
of government seals and special paper for commercial transactions. The 
5 percent excise was matched by a 5 percent tax on commercial transac- 
tlons. Where seals were not used the government reguired special paper 
for deeds, contracts, bills, and notes. The paper could only be purchased 
from the Crown. 

Unlike England, import duties were not a large source of revenue. 
Smuggling along the borders of France could not be effectively 
checked. Conseguently, customs were levied at the entrances to cities 
and towns. These internal customs were called octroi. In Paris, as the 
city expanded, the customs gates were soon surrounded by houses 
which provided an easy route for evasion. To prevent smuggling into 
the city, a Paris wall was constructed inside the city, reminiscent of the 
Berlin Wall of recent history, and hated just as much. One of the first 
things destroyed in the French Revolution was this wall with its customs 
houses. 

Even though the king of France had considerably more revenue than 
his rival across the Channel, like all kings of this period he was short of 
cash—the need for new revenue was insatlable. In time, the king and 
his finance ministers developed an art for acguiring what was called 
extraordinary revenue. They concocted schemes that have fascinated 
financiers and economists for three centurles. We could say they were 
the world's first successful alchemists—not in making gold out of base 
metals, but in doing even better, making gold out of paper! 

The ministers in charge of the king's go-go money schemes soon 
overshadowed the regular tax ministry. Without their fiscal gamesman- 
ship the government would have collapsed. The French monarchy in the 
seventeenth century was banktupt until these financial whiz-kids saved 
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The buming of the Paris octroi, or city customs tax houses, during the French Revolution. 


the Crown, which opted for revenue gimmicks as an alternative to either 
bankruptey or fiscal responsibility. Until the French Revolution, the 
Crown pursue€d a pot of gold created by fiscal chicanery. 

Borrowing money was not easy for a government in a society that 
forbade the lending of money at interest. But in that day the French 
were not seriously bothered about morality, especially when it inter- 
fered with their way of life. As the great German poet Goethe said, 
“What serves the moment... seems right to the French.”* Private busi- 
nesses in France had been borrowing money for some time with the 
skill of legal craftsmen. Loans were made in the form of sales with 
lease-backs. A borrower would sell whatever property he hadtoa 
lender, who would pay cash for this “property.” The property was 
never physically transferred, however, because the borrower (seller) 
would immediately rent it back from his lender-buyer. This rental pay- 
ment was really an interest payment on the money the borrower re- 
ceived from the phony sale. Finally, in the very same document, the 
borrower would agree to buy his “property” back for the original sum. 
This was the repayment of the loan. 
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French tax-farmers, called paper money men, creating “money” —not unlike today's 
central bankers. 


The Crown had trouble with this arrangement because of its bad 
credit. To solve this problem, straw men were used to front for the gov- 
ernment. These straw men were high-ranking ministers and tax-farmers 
who became guarantors if the government defaulted. Large fortunes 
were made by these “financiers,” as they were called. 

The government's financial paper was not initially sold on the open 
market. It was acguired in wholesale lots for speculation, at a large dis- 
count, in the same way that investment banking firms buy up blocks of 
new stock issue€d in the United States and Canada. The financiers then 
resold the paper at a lesser discount. France developed a busy Wall 
Street, the Rue Ouincampoix, with all the ups and downs of “the mar- 
ket,” including their own 1929-type crashes as well. 

The common people of France, as in Spain, had a zeal for aristocratic 
status. The Crown sold offices and titles for a substantial fee. In time, 
the government created an enormous inventory of “offices” for sale. In 
reality, these sales were interest-free, perpetual loans to the government. 
Consider for example, the sheep and cattle farmers in Brittany who pro- 
duced hides. The Crown took notice of this enterprise and created an 
office of inspector of hides. All hides had to be inspected, for a fee. The 
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annual fees provided a nice profit for the inspector who was permitted 
to keep everything he collected. He could hire deputies to do the work 
and never even needed to leave Paris. The price paid for this office was 
directiy related to the expected return. The losers, of course, were the 
farmers. The inspection served no useful purpose; it was simpliy a tax 
on the hide business. 

If an office brought in more fees than was expected for the price paid, 
the Crown would divide the office and sell a second office. If an office 
holder wanted to increase his salary or his fees, the Crown would do so 
providing he paid for the increase. The ratio between the salary increase 
and the cash payment to the government was the “prime rate” of that 
day; 1.e., if the interest rate was 5 percent, then the office holder would 
have to pay one hundred livres for every five livres annual pay increase. 
The salary increase was really “interest” on a new perpetual loan. 

Some offices, especially judgeships, created noble status which the 
office holder wanted to pass to his heirs. The government would accom- 
modate this for an annual fee, called a pawlette, which was also used to 
keep judges in line. If a Judge irritated the government by ruling unfa- 
vorabliy too often, the finance ministry would respond and withdraw its 
paulette. 

The French practice of office-selling, and its corruption, had a pro- 
found effect on the founding fathers of America. The Constitution has 
two separate provisions prohibiting the sale of offices and grants of no- 
bility. The last thing wanted in the Americas was government based on 
office-selling, referred to in the Constitution as “emoluments.” 

The importance of tax-farming in the ancien rögime cannot be over- 
emphasized. Tax-farmers were to the ancien rögime what the Federal 
Reserve Board, the Bank of England, and the Bank of Canada are to 
their respective countries. They had the power to create money and to 
provide the government with enormous amounits of credit. They were 
the national bankers of France, in an informal way. Paper money issued 
by them was backed by taxes to be collected and kept the government 
afloat. That system in France has its counterpart today—our national 
debts are backed by future taxes, not gold. 

Tax-farming in France began in the Middle Ages. Lords did not have 
the machinery or the inclination to collect taxes. Private tax collectors, 
usualiy Jews, paid the lord a fixed sum in advance for the right to collect 
tolls and customs. This instant cash is what made the tax-farmer so de- 
sirable. Furthermore, tax bureaucracies of kings and nobles were usu- 
ally corrupt as well as inefficient. Only in an emergency, when tax- 
farmers offered insufficient revenues, did the king collect his own taxes, 
and then only as a temporary expedient. 

As the kingdom of France expanded, its tax-farmers formed large na- 
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tlonal corporations. The country was divided up into tax-farming dis- 
tricts. The standard contract was 10 percent down, plus periodic pay- 
ments over Six years, represented by notes from the tax-farmers. The 
Crown could assign these notes to pay its debts. Holders of these notes 
accepted them at less than face value because payment was not due. The 
amount discounted depended on the date of payment. Holders had three 
choices: (1) they could keep the notes till maturity and collect the full 
amount; (2) they could negotiate them, also at a discount, to pay their 
own debts; or (3) they could take them to the tax-farmer and obtain cash 
at a discounted rate. These notes were simply the zero-coupon bonds of 
that day. 

The credit of tax-farmers was sound. Was this process really any dif- 
ferent than the money we use today? Basicaliy, this paper money was 
an assignment of future tax receipts. Our governments operate on the 
same principle. With tax-farming contracts running six years, the 
French government had that much credit available. Again, not unlike 
today. 

The risks in this elementary national banking system were tax revolits, 
wars, droughts, plagues, or anything else that might bring about a fail- 
ure of the tax harvest. The most serious danger to the system was the 
lack of controls. At times, the government issued assignments against 
tax receipts that did not exist and the tax-farmers honored these assign- 
ments. This kind of fiscal irresponsibility freguentiy drove the system 
to the edge of bankruptey. 

Tax-farmers were put out of business for a season after the death of 
Louis XIV. The regents for his infant great-grandson Louis XV, blamed 
the tax-farmers for the financial troubles of the regime. To correct these 
troubles they brought in a daring fiscal innovator from Scotland named 
John Law. Law organized a national bank, issued a new kind of paper 
money, and put the tax-farmers out of business by cancelling most ex- 
cise taxes. Government debt paper could be exchanged for stock in 
Law's bank or used to pay taxes. Tax-farming assignments were not 
needed nor were they available with excises cancelled. 

To provide a basis for the bank's credit, Law obtained the exclusive 
rights for all trade from Louisiana and Canada, the New World lands 
filled with gold and riches—at least that was the rumor, and during 
speculation fever a good rumor is as effective as the real thing. No one 
had seen the gold, but that did not matter as long as the rumor persisted. 

Law was the man of the hour for France. His bank issued notes with- 
out regard to anything other than public acceptance and government 
need. It was not long before Law's notes were everywhere. In the begin- 
ning, Law redeemed his notes for gold and silver, but this made drastic 
reductions in his meager cash reserves so Law stopped redeeming his 
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notes (like President Nixon did). Most of the redemptions were made 
by tax-farmers who helped precipitate his collapse by making a run on 
the bank. Eventually an overly confident public realized that his notes 
and the shares in the bank were only paper and the gold in the New 
World was only a hope. The “assignments” of the tax-farmers began to 
look good; they had been backed by taxes, the real gold of the Kingdom 
of France—solid, dependable wealth, produced by the sweat of the 
French people. 

Law's bubble burst, his system collapsed, and he fled into exile. His 
rise and fall became a classical story of economic history. There were 
many defects in his system, but from a tax point of view, he freed gov- 
ernment expenditures from tax receipts and cancelled a number of ex- 
cise taxes. The combination proved disastrous; with reduced tax reve- 
nues and unrestrained expenditures, the country was simply flooded 
with paper—worthless money. His system was doomed from the start 
even if there had been no speculation fever. 

French tax-farmers were reluctant to pick up the pieces of Law's de- 
bacle. For a number of years the Crown had to collect its own taxes, 
using the personnel of the tax-farmers. Eventually, the revenue system 
returned to the tax-farmers and they remained in control until the revo- 
lution in 1789. 

Tax-farming passed away with most of the ancien rögime in the 
French Revolution. The leaders were herded together, tried en masse 
for treason, and beheaded by the guillotine. They were condemned for 
ileecing the French people out of 300 million livres. When they were 
unable to produce a guick, satisfactory accounting the guillotine was 
put in operation. No tears were shed when their heads flopped into the 
basket. 

The ultimate irony of their downfall and beheading came some years 
later when their widows and orphans sought a return of the property the 
government had seized to pay the alleged 300-million-livre debt. When 
a final objective accounting was rendered, the French courts acknowl- 
edged that there never was any indebtedness; instead, the state was in- 
debted to the tax-farmers for 8 million livres. The seized property was 
returned to the heirs. The government could not restore the heads that 
had dropped into the basket, and as for the office of tax-farmer, it had 
passed from French history for all time. The unigue institution, which 
played such an important role in the tax systems of Western civilization 
for almost three thousand years, finally succumbed in Europe to the 
guillotine and the mobs of Paris. . 
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They raised a clamour and confused threats against all the lives of the 
gabeleurs, using this word to include all the collectors of His Majesty's 
taxes. They tore to pieces an unfortunate surgeon whom they suspected of 
being a gabeleur. After stripping him naked and cutting off one of his 
arms, they made him walk around the fair, and then finished him off. 


—Peasant tax revolt, Blansac, France, 1636 


This savage account of the behavior of angry French peasants re- 
peated itself time and again throughout the seventeenth century. A teen- 
aged clerk from Paris who kept books for a tax collector was torn apart 
by these same peasants. His flesh was cut into strips and nailed on cot- 
tage doors to remind other revenue officials what was in store for them. 

UÜnlike the peasant revolts in Germany, the upper and middle classes 
of French society often encouraged and aided the peasants. French tax 
revolts had no social overtones; they were pure and simple tax revolts. 
When the peasants shouted “Kill the gabeleurs,” they also shouted 
“Long live the king without gabeleurs.” They were opposed to new 
taxes, increases in tax rates, changes in collection methods, and any 
new revenue device. İn brief, they wanted the revenue system left the 
way it was. In Germany the peasants killed any member of the upper 
classes they could find; in France they only killed tax collectors. 

Tax rebellions in France were typical of this age of tax rebellions. The 
French, like the Spanish, had more trouble fighting tax rebels at home 
than they had fighting each other abroad. The rebellions at home were 
related to the wars abroad. These wars reguired revenues far in excess 
of the miserly amounts provided by the medieval tax systems that were 
still in force. Kings had to raise new revenues, but when they did, rebel- 
lion followed. This was the iron law of seventeenth-century taxation. 

Tax rebels were not revolutionary at this time. They could even be 
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A revolting peasant is put to death, as so often happened during the many tax revolts in 
seventeenth-century France. 


called reactionaries. A petition to the king of France by the peasants of 
Brittany illustrates the temper of the times: 


We are ready to pay taxes that were in being sixty years ago, and we do 
not object to paying anyone what he has a right to receive, and we are not 
arguing against anything but the new edicts and charges. (And they| beg 
his Majesty to look upon them with compassion and to relieve them.' 


The fiscal leaders of the ancien r&gime had to have the attributes of a 
magician, a thug, and a firefighter. Like magicians they had to be able 
to create revenue by fiscal hocus pocus, like pulling a rabbit out of a 
hat. At the same time, they had to be skilled with the use of brutality 
against the weaker members of society—uncooperative taxpayers. The 
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tax objective of the state— “what the traffic would bear”—was the 
amount of tax that could be extracted one step short of causing a major 
revolt. The government, of course, misjudged repeatediy, and when it 
did, the internal revenue system became a fire brigade rushing out to 
extinguish brushfire rebellions. Knowing when to fight and when to 
conciliate was the mark of statecraft. The rulers of France did a remark- 
able job in that regard until 1789. 

Economists in the ancien rögime believed that the best medicine to 
cure poverty was heavy taxation. Indeed, the poorer a region, the heav- 
ier it should be taxed. Increased taxation, said these experts, would in- 
crease productvity and benefit everyone; conseguentliy, taxes were the 
appropriate tool to combat poverty. The poor were like grass—the more 
they were cut down, the stronger they would become. We should not 
ridicule this logic too severely. In 1947, the U.S. Treasury espoused this 
idea to justify high progressive peacetime taxes.? İn the nineteenth cen- 
tury the dogma of the rich and powerful was Social Darwinism. Na- 
ture's survival of the fittest meant that the strong and rich could abuse 
the poor—this was nature's intent. At the same time the Marxists taught 
that the extermination of the capitalist class would bring Utopia for op- 
pressed workers. 

Overtaxed peasants in France did not accept the view that they were 
like grass and should be cut down for their own benefit. They protested 
routinely with murder, mayhem, assaults, arson, and other forms of vio- 
lence. Ten years after a tax revolt near Bordeaux the finance minister 
confessed to the Oucen that it was safer for a French soldier to walk 
through a Spanish village (France was at war with Spain at that time) 
than it was for a French tax man to “pass İrom province to province, 
even to leave one's home.” This violence against his majesty's tax men 
was the conseguence, said the minister, of the “ravages and violence of 
the king's tax men.” If life insurance had existed then, it is doubtful 
that tax collectors could have received coverage at any price. 

Normandy gives us a good example of what tax revolts were like in 
the ancien rögime. In the first place, they were all local. If the wine 
makers in Bordeaux revolted and forced the Crown to reduce taxatlon, 
that reduction would only apply to Bordeaux; the wine makers in Bur- 
gundy and the rest of France would not be benefited. They would have 
to fight their own battles. 

.Normandy, located on the English Channel, is where the D-Day inva- 
sion took place in 1944. For centuries this province has been in the cen- 
ter of many of Furope's military conflicts. This had a natural tendency 
to make the province subject to heavy military taxation. There was no 
province in France taxed more, nor more set on rebellion, than Nor- 
mandy. 
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One of the major rebellions of this period started in Normandy over 
a false rumor of an increase in salt taxes. In response to this rumor the 
salt makers organized, adopted a flag, raised an army, and rallied the 
rest of the populace with these verses about the king's tax men: “Men 
made rich by taxes... who sell their fatherland...andrun to fetch the 
excise.”* 

For decades a special committee operated in the province to spy on 
all newcomers. Anyone suspected of being associated with taxation 
could be Iynched. Many innocent strangers were put to death. Local 
jJudges had a long history of refusing to convict tax evaders or to regis- 
ter the appointment of new tax officials. Even the intendant was disloyal 
to Paris. On one occasion a company of special agents were about to 
attack a group of salt-tax evaders camped in a forest near a smali vil- 
lage. Just before the attack was to begin the village bell started to ring 
alerting the smugglers. The leader of the special agents complained to 
the intendant and demanded that the culprit be punished. The intendant 
agreed. He then ordered the villagers to remove the bell and bring it 
to the town sguare where it was given a public lashing to everyone's 
delight. 

The authority of the Crown over this region was finally restored, but 
only after prolonged military occupation, public hangings, and the 
transfer of all tax cases from local courts to Paris. Normandy settled 
into a prolonged “cold war” tax rebellion which heated up from time 
to time. Twenty years later (in the 16605), the Crown misjudged the 
surface calm and tried to increase the taille. Violence erupted once 
again and the army returned to restore order. Like so many other French 
provinces, Normandy operated on the brink of rebellion; but Normandy, 
like all the rebellious regions, never threatened the Crown, only its local 
revenue. The French people wore blinders; they were unable to see the 
suffering and injustices meted out to their neighbors. Because of this, 
the monarchy was secure, no matter how rotten it was. This blindness 
may stem İrom the peculiarities of the French political mind; splinter 
parties dominated France three hundred years ago almost as much as 
they have during most of the twentieth century. 

The only rebellion that endangered the Crown was the famous revolt 
of the Fronde in Paris. This revolt started in 1648 after the high court 
refused to register a number of new revenue measures. Mobs appeared 
in the street at this time and peppered Crown administrators with rocks, 
hence the name fronde, or sling shot. 

The registration process of new tax and revenue decrees was some- 
what like the American principle of judicial review. New laws had to 
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Andre Vincent's painting of Mathieu Mole, president of the French High Court, facing 
the Parisian mob during the Fronde revolt. Angry French taxpayers demanded immediate 
tax relief—a faille (land tax) reduction for the peasants and a drastic cut in tariffs on 
goods entering Paris for the merchants. 


be registered in the courts for enforcement, but laws that were unconsti- 
tutlonal were refused registration. 

The French system of judicial review developed a peculiar twist. The 
king could cure the defect in any law by personally appearing before 
the high court and ordering the judges to register the decree, but in 
1648, the king was only ten years old. Now what? 

The boy-king's mother was his regent. She was not even French, but 
Austrian. Her chief finance minister was Italian. The three of them 
marched into the high court in a solemn assembly and ordered the court 
to register the rejected tax and revenue measures. The attorney general 
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was with her and presented the matter to the high court. As he ended 
his address to the court, he made this startling comment: 


For ten years the country has been ruined, the peasants reduced to sleeping 
on straw, their furniture sold to pay taxes; so that to maintain luxury in 
Paris, millions of innocent persons are forced to live on bread made of 
bran and oats, hoping for no protection except in their weakness, and own- 
ing but their souls, because no means has been devised to sell these at 
auction.” 


Two days later the judges ruled against the young king and his 
mother: a regent could not order the registration of laws declared un- 
constitutional. The high court then proceeded to exercise considerable 
authority over the Crown: tailles were reduced by 20 percent; the num- 
ber of intendants was cut from twenty-four to six; and there would be 
no new taxes and no offices for sale. Tax-farming of the taille would 
also be prohibited. 

These revenue reforms could have been the beginning of the end of 
royal absolutism, except that they were temporary in nature. The court's 
new power would end when the king came of age (fourteen years). And 
that is exactly what happened. When Louis became fourteen he 
marched into the judges? chambers and ordered them to register all his 
decrees in a week. He turned to the president of the court and ordered 
him to keep his nose out of the affairs of state. It was then that he made 
the famous statement, “I am the state.” Finally, he changed the name 
of the court from sovereign court to supreme court. Only the king held 
sovereign powers. As an adult monarch he could order the judges to do 
what he liked. Is not this what the judges had decided when he was ten 
years old? In 1648 the judges had committed the fatal error of law- 
yers—win the case at hand and the long-range conseguences be 
damned. 

Louis XIV had two remarkable finance ministers. Colbert was the 
most famous, but his successor, Vauban, was the most courageous. 
They both made gallant but unsuccessful efforts at reform. Colbert tried 
to substitute indirect taxation for taille reform, but Brittany and Bor- 
deaux, both taille-exempt, revolted over his new excises and stamp 
taxes. They understood, too weli, that Colbert was trying to circumvent 
their taille immunity. The rebellion in Brittany was so fierce that the 
Crown had to hire Swiss mercenarles to restore order. 

Vauban proposed a 10 percent income tax in place of taille reform. 
Because of the Crown's heavy expenditures, said Vauban, the income 
tax was the only way to save France, unless you were “either stupid or 
wholly malintentioned.” This last remark was directed at Louis XIV, 
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Louis XIV, in his classical portrait, celebrating his victory over the Fronde, the name given 
to the tax revolt by mobs using the fronde, a sling shot with which they peppered the 
Crown's tax men with rocks. His most famous statement upon assuming the crown at age 
fourteen was “L”Ftat, est moi” (“1 am the state”), meaning that since everything 
belonged to him, when he taxed he was only taking what was his. With rates of tax for 
income and wealth running from 80 to over 90 percent in our time, the modern state makes 
the same assertion, but without the arrogance of the sun-king. 


who dismissed Vauban. Vauban had made a special study of exemptions 
and discovered there were seventeen different ways to achieve tax im- 
munity. Each loophole had a political power base to ensure its success. 
The only principle behind the taille was “that of paying more the poorer 
you are; so that a man with 4,000 to 5,000 livres of income from loans 
may pay 10to 12 crowns, while another man in the same village making 
cheese with 300 to 400 livres of income may pay 100 crowns.” Vau- 
ban's sharp criticism of the king put him in exile and his books in the 
fire. If he had been king, the course of French history would have been 
changed. 

During the rule of Louis XV the French government put Vauban's 
income tax into operation, but each year the returns declined as more 
and more technigues to evade the tax were developed. The 10 percent 
tax was followed by an improved 5 percent version but evasion killed 
this tax as weli. 

In 1750 a taille reform plan was adopted, which removed taille ex- 
emptions from church lands, noble lands, and tax-exempt provinces like 
Brittany. Unfortunately, the king scuttled these reforms, as well as the 
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finance minister who proposed them, after there was an assassination 
attempt on the king's life. There was another glimmer of hope in the 
final days of his reign when he stripped the high court of the power to 
veto tax reform. With the obstructionist court out of the way the road 
was open for reform by decree, but Louis XV died, and his inexperi- 
enced grandson restored the court's veto power. 

On the eve of the French Revolution, when Louis XVI came to the 
throne, it was clear the tax system could only be reformed through revo- 
lution. The proponents of this view were not finance ministers, but intel- 
lectuals who freguented the coffeehouses of Paris. They published the 
famous Encyclopedia in thirty-five volumes. Voltaire, Rousseau, Mon- 
tesguleu, and others focused on the social injustices of the tax system: 


In the matter of taxation, every privilege is an injustice. (Voltaire) 


He who only has the bare necessities of life should pay nothing; taxation 
on him who has a surplus may, if need be, extend to everything beyond 
necessities. He may urge that on account of his rank what is superfluous 
foramaninalower position is necessary for him, but that is untrue, for a 
nobleman has only two legs like a cowman, and each only has one belliy. 
(Rousseau) 


Those who say that the poorer the people, the larger the families—the 
heavier the taxation placed upon them, the greater their effort to pay it— 
blaspheme against the human race. They ought to experience the bitter 
destitution to which they condemn their fellow citizen in order to deter- 
mine how false and atrocious is their attitude. (Mercier) 


To levy taxes on essential foodstuffs is cruel to the highest degree. Man's 
right to existence is above all social laws. Has he lost it by the establish- 
ment of laws? 

By sgucezing the destitute of their bare subsistence the state deprives 
them of all strength. Of the poor man it makes a beggar, of the workman 
an idler, of an unfortunate a rogue, and thus leads through starvation to the 
gallows. (Raynal) 


Copies of the Encyclopedia were in most every town and city in 
France. The common man may not have been interested in the subtleties 
of political philosophy, but he was aware something was terribly unjust 
about the tax system. Oppressed taxpayers began to think beyond the 
tax man to the tax-exempt classes as the cause of their burdens. 

The tax-exempt classes and provinces had support for their preferred 
position. Taille-immune provinces had medieval charters that guaran- 
teed their “ancient liberties” —which meant taille-immunity. Their an- 
cestors had fought and died for their right to be free from this oppres- 
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sive tax. Within the system, exemptions were purchased with hard cash. 
The judges, for example, paid for their immunities; it was only natural 
for them to fight for what they purchased. Tax immunities were to these 
people what constitutional rights are to us. 

The final effort at reform came in 1789 after the high court once 
again vetoed tax reforms which took away the ancient liberties of the 
tax-ımmune. The court reasoned that only the Estates General, an as- 
sembiy of all classes of French society, could authorize the tax reforms 
the king sought. The court was aware that the Estates would reject the 
king's reforms since there were three chambers in this great assembiy, 
each with one vote. The clergy (tax-exempt) and the nobles (also tax- 
exempt) would outvote the commoners and end tax reform for all time. 

To counter the court's plan, the king doubled the size of the common- 
ers so they could challenge the tax-exempt clergy and nobility. With 
this skillful move the meeting of the Estates General promised to pro- 
duce a tax struggle of major proportions. How would this stalemate be 
resolved? As we know, the tax issue was soon buried in the violence of 
the French Revolution that followed. 
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clergy and nobility crush the commoners, who bear the heavy taxes of society. The 
uniformity clause in the U.S. Constitution was designed to prevent this from happening 
within the factions of U.S. society. 


Part VI 
After Magna Carta 


In England at the time of Magna Carta, the principle of parliamentary 
supremacy over taxation appeared to be weli established. In the centu- 
ries that followed, England's tax struggles shifted from king v. Parlia- 
ment to Parliament v. taxpayers. A third factor emerged in tax-mak- 
ing—taxpayer acceptance and approval. English taxpayers revolted 
against taxes they did not like. Some revolts were violent, but most were 
of the “cold war” type, or what could be called national conspiracies at 
all levels. Taxpayers, assessors, and sheriffs refused to cooperate re- 
gardless of what Parliament had approved. Parliamentary consent was 
not necessarily taxpayer consent. 

English peasants revolted during the Hundred Years” War, soon after 
the French Jacguerie uprising. In 1379 Parliament considered a gradua- 
ted poli tax with rates running from ten marks for a duke down to forty 
shillings for a baron. After a prolonged debate Parliament adopted a 
simple poli tax of one shilling for every man and woman over the age 
of fourteen. Under the first proposal rich nobles would be assessed a 
sum which bore some relation to their wealth, but the final law placed 
the main burden on the poor. In addition, the tax was farmed out to 
private contractors, French-style, and it was “levied with insolence and 
severity. The patience of the people was at last exhausted. They flew to 
arms. ”! 

The revolt started when the chief justice of the Court of Common 
Pleas went to Brentwood with three of his clerks to investigate alleged 
frauds on the poli tax rolls. An angry mob seized the judge and his 
clerks. The judge barely escaped (he had the fastest carriage), but his 
clerks were not so fortunate. They were beheaded by the mob and their 
heads were hoisted up on poles as a protest against the poll tax. Vio- 
lence spread throughout England. Tax records were burned. The Arch- 
bishop of Canterbury was killed and the king saved his own life by 
promising to help the rebels. Once the king felt secure he turned on the 
peasants, seized their leaders, and beheaded them. 

Peasant revolts are not noted for success. (Karl Marx made a big point 
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of that.) But this revolt was very successful so far as the peasants were 
concerned. Future poll taxes for centuries to come excluded the peas- 
ants or taxed them at nominal rates. The last thing Parliament or the 
Crown wanted was another peasant revolt. 

Parliament began experimenting with income taxes after the disas- 
trous poll tax, but with no success. These early income tax laws had 
teeth, with fines and imprisonments, but English taxpayers and sheriffs 
conspired against them. In 1449 a gentleman named Cade organized a 
rebellion in Kent which ended with the beheading of the king”'s chief tax 
minister. Finally, in 1472, Edward IV made what was the last attempt at 
income taxation with a 10 percent assessment to finance 13,000 archers 
for a campaign in France. Strong taxpayer resistance forced the Chan- 
cellor of the Excheguer to appear before the Parliament and admit de- 
feat. Parliament, said the chancellor, should stay with the “fifteenths” 
and “tenths,” which was a tax the English taxpayer was “most easy, 
ready, and prone to payment.”? 

The “fifteenths” meant one-fifteenth of the assessed value of a tax- 
payer's personal property, usualiy livestock and goods. The “tenths” 
meant one-tenth of real property rentals. No one was “doubiy taxed.” 
In actual practice the tax evolved into a grant of £30,000 for all of En- 
gland. Fach tax district was obliged to pay a fixed amount to the trea- 
sury. There were no audits or appraisals. The same amount was paid by 
a family for generations. Assessments and collections were performed 
by local people. The Crown had to wait up to two years to receive pay- 
ment. The English liked this tax because everyone knew exactly what 
his tax would be, and generally consented to the final figure. There was 
no undue pressure for payment, and most important, the king's tax 
agents were excluded from administration.? 

Later, concurrent with the “fifteenths” and “tenths,” came a “sub- 
sidy, which was fixed at £80,000, almost thrice the fifteenths and 
tenths. Values in the “Çucen's Subsidy Book” were based on tradition 
and appearances. In John Lyly's play Mother Bombie (1594), a charac- 
ter, speaking of the old times, says, “I may tell you that he that hada 
cup of red wine to his oysters was hoisted in the Öueen's subsidy 
book.” The chances are his tax valuation was ridiculously low, and by 
modem standards would be criminal fraud. Yet this was the system the 
English were willing to accept and the Crown learned to live by it. 
When Sir Walter Raleigh complained to Çucen Elizabeth that values 
were a hundred times greater than reported on her subsidy books, she 
did not object. There was, in her words, “a tradition of evasion in the 
realm.” She was not about to upset that tradition, or any other tradition 
with respect to taxation. Not all monarchs were that wise. 

Henry VIL came to the English throne at the end of the fifteenth cen- 
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tury. He was nicknamed Bluff King Hal. From a tax standpoint we 
could call him Heister Hal because he pulled off the biggest heist of all 
tüme—he stole the assets of the Catholic Church throughout England. 

An aggressive monarch like Henry VT was bound to have revenue 
problems, especially with England's stingy Parliament. When he went 
to France in 1544 he crossed the Channel in a ship with gold sailcloth. 
Yet for all his extravagance, there were no serious tax revolts during his 
reign. 

Henry started his search for revenue with the tax system. He was un- 
successful with the poli tax. The traditional “fifteenths and tenths” was 
not enough, so he worked with the subsidy. He doubled the rates, 
prompting one minister to say that there was not that much gold in all 
of England. When the subsidy failed to give him what he wanted, he 
issued a supplementary subsidy without the approval of Parliament. 
Taxpayers refused to pay, commissioners refused to assess, which left 
Henry with the option of backing down or going to war. Henry decided 
not to provoke the issue. He penitently promised never again to ask for 
revenue the English people did not want to give him. This does not 
sound like Henry, especially when it came to money. “Bluff King Hal” 
had other, deep laid plans. 

Henry's attention turned to the church. Every month large guantities 
of gold and silver left England for Rome. The pope received more 
wealth than Henry did and he did not have to battle Parliament. Henry 
received a piece of the tithes of the church, but the lion's share went 
south. 

Merchants also objected to the How of silver and gold to Rome. En- 
gland had no silver or gold; the limited amounts of these precious met- 
als in England came from trade. The outflow to Rome seriously handi- 
capped English merchants and businessmen. Henry capitalized on this 
discontent and in 1529 Parliament prohibited the payment of tithes to 
Rome with these words: “intolerable exactions of the pope of Rome of 
great sums of money whereby the subjects of the realm, by many years 
past had been, and yet were greatly decayed and impoverished.” 

Charles V of Spain is blamed for the pope's rejection of Henry's re- 
guest for an annulment of his marriage to the Spanish princess, Cather- 
ine of Aragon. This was a factor, but Henry's assaults on the pope's 
revenues may have been more significant. Henry may even have 
planned for the rejection of his annulment. He cut off church revenue 
shortly before he asked for the annulment. He was in no position to 
expect the pope to grant him such a special favor. The stakes between 
Henry and the pope were not the annulment, but rather, the largest bun- 
dle of wealth in England— the lands and income of the church. Henry 
was not called “Bluff King Hal” for nothing. 
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Henry seemed to be waiting for his excommunication. Parliament re- 
sponded and proclaimed Henry supreme ruler of the Church in England. 
This permitted him to execute the greatest heist of all time. Henry 
started selling monastic lands and he redirected tithes and offerings to 
his coffers. With these lucrative revenues, new taxes were not needed. 
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Why Oucen Elizabeth I Was Called 
“Good OGueen Bess” 


I would rather the money (taxes) was in the pockets of my people than in 
my treasury. 


—Elizabeth | 


The Russian chroniclers of a.p. 1000 had to acknowledge that Prin- 
cess Olga was “wiser than all men.” Five hundred years later, another 
woman ruler was obviously “wiser than all men” as well. Is it really 
possible that women make better rulers than men? The stories of Eliza- 
beth and of Princess Olga would seem to prove that. 

If epithets were formally given to English monarchs, Good Oucen 
Bess would certainly have been called “Elizabeth the Great.” Many his- 
torlans have indeed used those words. She inherited an England that 
was mediocre at best. The England she left was fast becoming a super- 
power and would dominate the world for four hundred years. By the 
end of the twentieth century, English law and political practices became 
the format for a hundred new nations born in this century. It was En- 
glish parliamentary style government the world's new nations wanted, 
not the American presidential system. Presidents have historically 
tended to become dictators, prime ministers have not. Most new nations 
therefore opted for the prime minister format. 

Elizabeth's greatness was even acknowledged by her successor, 
James the First, who gave us the King James version of the Bible. But 
he had no reason to praise Elizabeth. His mother, Mary Oucen of 
Scots—Elizabeth's aunt and rival for the throne of England—was be- 
headed by Elizabeth's government with the Öueen's consent. Neverthe- 
less, when James came to the throne after Hlizabeth's death, he said that 
she was “as one who in wisdom and felicity of government surpassed 
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Elizabeth's carliest known portrait, made when she was twelve years old. Her love of 
learning and books is evident by the book in her hand and the others on display. Elizabeth 


was ralsed by Henry VİPs last wife, who sensed Elizabeth's genius and encouraged her 
love of learning. 
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all the Princes since the days of Augustus.”! Why would he say this, 
knowing what had happened to his mother? He could hardiy be charged 
with bias. He said it because it was true then, and still is. And when it 
came to her fiscal affairs and tax policy, it is true even more s0, a forti- 
ori as the Latin statement goes. 

Elizabeth outwitted every ruler in Europe as well as the most power- 
ful men in England. She chose intensely loyal and able ministers and 
assistants, Who could never guite predict her behavior. They remained 
captıvated by her genius. Even her tax policy was unprecedented, and 
still is. Never before nor since has a ruler behaved toward taxatlon the 
way she did—she decided to be loved by her subjects, and she repeated 
that tüme and again throughout her reign. She said she would accept 
whatever revenue they were willing to give her. It was Elizabeth, and 
not the many other leaders of the past after her time, who said, “To be 
taxed and to be loved is not given to man.”? This remark is even com- 
mon today as governments increase tax burdens upon the people, mean- 
ing, that the government will not be liked when it taxes its people. So, 
it sa no-Wwin situation for the government. What Elizabeth had in mind 
was that she would be loved; therefore she could not burden her people 
with taxes. She would accept whatever tax moneys were willingiy pro- 
vided, and adjust her rule to the moneys available. Toward the end of 
her reign, when offered new taxes, she declined, saying, “I would rather 
the money was in the pockets of my people than in my treasury.” As 
faraslIknow, no other ruler in the history of civilization has ever made 
such a statement. Governments, including the American government 
most of all, have an insatiable appetite for money, and will resort to any 
scheme to acguire It, even destroying a Bill of Rights or a Constitutlon 
if necessary to fatten their spending pot. 

Toward the end of herreign, when her treasury was on the short side, 
she said, “I will end as I began, with my subjects” love.” Her taxes were 
unbelievabiy low for her time, and while some histories state that she 
was insolvent at her death, a more careful study of the fiscal records 
will show that while she was about 400,000 pounds in debt, she had 
receivables of well over one million pounds from the Netherlands and 
the King of France, plus uncollected tax revenues due but unpaid. When 
you look at her complete balance sheet, she was indeed in good fiscal 
shape. Elizabeth inherited a bankrupt government from her father while 
her successor, James |, was soon in very good fiscal condition. His 
problem was that he, too, had a big spending problem, and soon was in 
financial trouble. Frugality was a trademark of Elizabeth's government, 
but not of her successor”s. 

One of the first things Elizabeth did was to eliminate the use of an 
oath on tax returns. Today, that is the “penalty of perjury” clause found 
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on just about every tax document. This policy of Elizabeth's was carried 
on for some time, and the idea lived on well into the nineteenth century. 
Even our Supreme Court at one time showed respect for the idea, but 
as spending demands increased and the need for compliance overrode 
all considerations, we, and most nations, have not only brought in the 
oath, but a sledge hammer to boot. Said one of Elizabeth's early biogra- 
phers, “Yet Her Majesty in her time remitted the usual manner of as- 
sessment by oaths of the assessors, so as the taxation of men's values 
was voluntary without any inguisition by oath or other coersion.”3 

The reference to “other coersions” shows that Elizabeth made little 
effort to strictly enforce taxation and grants given her by Parliament. 
England under Elizabeth had by far the lowest taxes in Europe. Sir 
Francis Bacon summarized the good fortune of the English taxpayer: 


He that shall look into other countries and consider the taxes, tallages, and 
impositions, and assizes, and the like that are everywhere in use, will find 
that the Englishman is the most master of his own valuation, and the better 
in the purse on any nation in Europe.* 


When Elizabeth came to the throne and was faced with her father's 
enormous debits, it took her fifteen years to pay them off, and even this 
reguired borrowing on a large scale. She had to seek out foreign lend- 
ers, and for additional collateral, she was able to persuade the City of 
London to act as surety for her obligations. But in time she balanced 
her budget, paid off the Crown's debts and established a solvent realm. 
With her frugal ways, she soon became a creditor nation making large 
loans to the Dutch to support their struggle for independence from 
Spain. She even made large loans to the King of France, as he, too, was 
an enemy of the Spanish. To further aggravate the Spanish, she commis- 
sloned privateers to raid on Spanish silver fleets, Sir Francis Drake 
being the most notorious. But her privateers ranked about fourth behind 
other European raiders who made off with bigger hauls with much less 
fanfare. The Dutch and the French plundered Spanish shipping far more 
than did the English, yet it was the English whom the King of Spain 
complained about most bitterly, and who called Elizabeth a pirate. 

Elizabeth was more than a thorn in the side of the Spanish emperor, 
who was certainly the most powerful monarch Europe ever knew. On 
top of all her support for Spain's enemies, she had the gall to steal a 
Spanish galleon loaded with silver. One of Philip's silver galleons was 
on its way to the Spanish Netherlands with pay for Alva's starving 
troops, on the verge of rebellion and mutiny. The ship was being chased 
by Dutch raiders and slipped into an English port to escape capture. 
When the Spanish emperor demanded the release of the silver ship, 
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Elizabeth infuriated the emperor even more by saying that she under- 
stood the silver really belonged to some Italian bankers and she would 
hold the silver while sorting out the matter. In fact she would even use 
the silver and consider this a loan from its rightful owner. This must 
have driven the emperor up the wall with rage, for here was a woman, 
no less, swiping his silver with a cock-and-bull story about Italian bank- 
ers owning the money. 

In time, the emperor had had enough from this upstart English 
woman, so he assembled the largest naval force in history, the Spanish 
Armada, to set sail and conguer England, and thus get this thorn and 
this “woman” out of his life and his empire. 

Elizabeth turned to Parliament for help. She said her “chiefest 
strength and safeguard was the loyal hearts and goodwill of her sub- 
jects.”9 When she issued ship-writs for ships, sailors, and guns, her 
writs were filled beyond expectation. Parliament granted her four “fif- 
teenths and tenths,” plus two subsidies, most of which were collected 
in two months, not the usual two years. This was unheard of in English 
history. And remember this was achieved at a time when she had dis- 
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Oucen Elizabeth Leading the Dutch Covw, an allegorical, sixteenth-century painting of 
Philip of Spain riding the cow of the Netherlands, his spur drawing blood. The Duke of 
Alba is seen milking the cow (the tenth penny) while it is fed by Elizabeth. 
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mantled the compulsory and oath aspect of tax administration. With 
help from the weather, called the “Protestant wind,” the Armada was 
defeated and limped back to Spain. England was saved, and İrom that 
time forward the English have almost always been one-up on the Span- 
ish. The defeat of the Armada was the beginning of the end of Spanish 
world domination. 

The world may never have had a Shakespeare had it not been for this 
remarkable woman. Against the opposition of London's leaders, she 
gave the development of the arts, and especially drama, her protection. 
She was a patron of the arts and in turn was celebrated by poets, writers, 
musicians, scholars, and painters. They owed their golden opportunities 
to the triumph of her rule. 

In her last speech to the Parliament, just before she died, Elizabeth 
told the country, “This I count, the glory of my crown; that I have 
reigned with your love.” 

She showed her love in more ways than in taxes. In an age of war, 
she avoided war in every possible way—or to the common people war 
meant not imperial glory as it did to rulers, it meant dark graves for 
sons in far away lands, cold and watery graves for seamen—and for 
families, mourning for dead sons, husbands, brothers, and friends. Eliz- 
abeth was a ruler in tune with the common people who, just like today, 
see no great value in national destiny and domination over foreign 
lands. They want security in their homes, adeguate food and housing, 
education, and peace. Elizabeth identified with their wishes and ob- 
tained their love for doing so. American presidents in this age would do 
weli to learn from her. They have been all too willing to sacrifice the 
youth and manhood of the nation for international glory and pursuits. 
As one recent historian observed about Elizabeth, “She reaped a great 
advantage from being a woman, she was not tempted by the idea of 
military glory.” 

It isa wonder England survived on the meager revenues from Parlia- 
ment. Yet Elizabeth's England did more than survive, it was on its way 
to becoming a superpower. Some years later a historian remarked with 
amazemenit, “the solvency of her government has been held “the mira- 
cle of the age.” “$ It was no miracle at all, just smart taxes and spending 
management. Hers was the only European government that did not go 
bankrupt. 

It wasn't just Elizabeth's tax and spending management that uplifted 
English commerce, there was also the important management of the 
currency—English money and its value. Her harebrained father depreci- 
ated the value of the pound by cutting its value in half, exactly as Roose- 
velt did in 1932, but that is another story in another time. Henry VIII 
decreed that a pound would only be worth half as many shillings as in 
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the past. The shilling was a silver coin, the basic coin of the realm. By 
decreasing the number of shillings in a pound, Henry gained guite an 
increase in his money supply from his innumerable creditors, who 
would now only receive half as much coinage for every pound sterling 
he owed them. But that was not all. He then melted down the silver 
shillings and added about 40 percent base metals, so the shilling was 
only about 60 percent silver. It was this fiscal folly that prompted one 
of Elizabeth's advisers, Sir Thomas Gresham, to advise the Oueen on 
the value of sound money, hence came Gresham's Law: “Bad money 
drives out good.” Elizabeth called in all the bad coinage debased by her 
father, and reissued good silver shillings. But to do so she had to use up 
her treasury and borrow an enormous sum from the City of Antwerp to 
replace the bad money with good money. She then increased the num- 
ber of shillings in a pound to the pre-Henry VILI days. 

Elizabeth's policy of sound money for the realm made the English 
shilling the most sought after coinage for many centuries to come. The 
merchants could deal with her money in confidence, thus acting asa 
boon for trade and commerce. Sound money and good laws for com- 
merce have always been an essential ingredient for a prosperous com- 
mercial system. This was first brought to the world's attention by the 
Greeks two thousand years before Elizabeth. 

Of all her fiscal achievements, ending the debasement of the coinage 
may have been the most important, with lasting conseguences. These 
measures provided a basis for long-term economic stability, the expan- 
sion of industry, trade, and commerce—the development of natural re- 
sources, foreign trade and colonies ın the New World—and thus marked 
the prosperity of her reign, the Elizabethan Age. In all these positive 
measures, like her tax and spending policies, Elizabeth took a strong 
personal interest. She was as wise as her father was stupid. Her policy of 
maintaining a stable currency lasted for four hundred years, until British 
leaders in this century decided to emulate her father, as have all other 
countries including the United States. Today we even do one better than 
Henry VT. We don't debase the coinage by 40 percent base metal— we 
make it all base metals with no silver, just pot metal, giving the world 
junk money and paper money, both with no intrinsic value. Only time 
will tell if this stack of cards can hold up. If history 1s any guide, worth- 
less money, debased money, will eventually bring fiscal disasters to 
those nations who undertook such a folly. 
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Taxes Caused the British Civil War 


The liberties, franchises, privileges and jurisdiction of Parliament are the 
ancient birthright and inheritance of the subjects of England. 


—Edward Coke, 1620 


When Elizabeth died the English throne passed to the Stuarts, a line 
of Scottish kings, beginning with James I. This new monarchy united 
England and Scotland and thereby gave birth to Great Britain. There 
was no love for the Scots by the English, and this became clear from 
the start when Parliament turned down James's initial reguest for more 
money to maintain his luxurious lifestyle. The Tudor monarchs, of 
which Elizabeth and her father were the most prominent, had accepted 
Parliament's authority and lived on whatever revenues were provided. 
Under the established Common Law of England, Parliament controlled 
the purse. 

James admired the monarchies of France and Spain, which had effec- 
tively destroyed the power of taxpayer assemblies. By 1600 the Cortes 
in Spain approved everything the Crown reguested; and in France, the 
Estates General destroyed itself by granting the king of France perma- 
nent taxing powers. James wanted to pull England in line with French 
and Spanish political evolution. Parliamentary government was out-of- 
step with the times. The trend in all countries was toward tax dictator- 
ship by the monarchy. Taxation by assemblies was an antiguated medie- 
val practice that was no longer practical in a modern, war-torn world. 

It has been suggested that James never understood English parliamen- 
tary government. But it is guite possible he understood it well enough, 
but simpliy did not like it. When Parliament turned down James's re- 
guest for funds, he immediately increased customs by 200 percent. A 
special customs office was established called “New Impositions.” 
Goods coming into England had to go through two separate customs 
examinations. 
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The new customs tax was tested in the famous Bates case before the 
Court of the Excheguer, the king's special tax court. John Bates had 
ordered his driver to speed by the New Impositions office at the dock 
where he had just taken delivery of currants from Venice. Bates was 
arrested, tried, and convicted. The judges made a distinction between 
the Common Law of England, which could not be changed without the 
consent of the king in Parliament, and royal prerogatives such as for- 
eign affairs which were outside Parliament”'s jurisdiction. The ports of 
England were the “gates of the king” and could be regulated as the king 
saw fit. The lawyers for Bates unearthed an old act of Parliament, from 
the reign of Edward TII, which prohibited customs without Parliament's 
approval. The court ruled that this statute only applied to Edward, not 
his successors. 

The House of Commons appointed a special commission to study the 
Bates case. The commission decided the Excheguer Court was wrong. 
The king's power to tax imports at will was limited to non-tax matters, 
such as customs to protect English merchants or against the king's ene- 
mies. Customs taxes for revenue must have the approval of Parliament. 
This distinction was extremely important, not only at this tüme, but in 
1776 when the Americans revolted, as we shall soon see. James's New 
Impositions were pure revenue measures; England and Venice had ex- 
cellent relations, and currants were not grown in England. The Bates 
case became a dangerous precedent in the Common Law of England. 

The leading English scholar of that day was Lord Edward Coke (pro- 
nounced “cook” ). He led the attack on the Bates case. The king decided 
to muzzle this great lawyer by appointing him Chief Justice. A Judge 
who valued his rank and income had to render decisions consistent with 
the king's wishes, or otherwise he would be dismissed. 

Lord Coke 1s still looked upon as one of the greatest judges of all 
tme. In his day he was a great dissenter; his rulings became the forerun- 
ner of future legislation. He was admired during his lifetime in England 
as much as he is today. His decisions found support in ancient rulings; 
he began to revive the ancient writs, such as habeas corpus. Coke ar- 
gued masterfully that the Common Law was the true sovereign of En- 
gland and even the king had to obey it. As Lord Chief Justice, Coke 
became an even greater threat to James. His dismissal was inevitable. 

Revenue from New Impositions proved inadeguate so James revived 
the old ship-money writ that Elizabeth had used to raise a navy to resist 
the Armada. Only this time there was no threat of invasion or wartime 
emergency. This ancient writ still exists today in the power of the gov- 
ernment to press citizens into emergency service. The writ was used in 
an informal fashion when a small armada of private boats was sent to 
rescue British troops trapped at Dunkirk in 1940. 
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James caught the English people by surprise. No one was prepared to 
resist the improper use of this ancient writ, which can be traced back to 
before William the Congueror when the Vikings threatened England's 
coasts. A year later Parliament finally reacted and issued a document 
(written by Coke) entitled “Protestations from the House of Com- 
mons,” stating that “from the time of Magna Carta the liberties, fran- 
chises, privileges and jurisdiction of Parliament are the ancient and un- 
doubted birthright and inheritance of the subjects of England.” James 
was so enraged he had the document destroyed. He appeared before the 
loyal House of Lords and said: 


For though Sir Edward Coke be very busy and be called the father of the 
law.... Yet all is notlawthat(he)say....1 hope in his vouching prece- 
dents to compare my actions to usurpers” or tyrants” times you Will punish 
him, for the Star Chamber which is an inferior court to this will punish pro 
falso clamore (for false statements). 


James died shortly after his appearance before the House of Lords. 
His son Charles faced an angry Parliament that refused to grant him the 
right to collect customs, a routine grant for all new monarchs. Charles 
needed additional funds for a new war against Spain, but nothing was 
given. He raised an army anyway and guartered his troops in private 
homes. He issued decrees ordering loans from people with wealth. 

Charles tried to collect ship-money as his father had done, except he 
extended the writ to all of England, not just seaports. The City of Lon- 
don and other inland counties refused to pay. Charles was now learning 
that public opinion could not be ignored and legal chicanery and biased 
judges were not enough. Charles had to withdraw the writ and call on 
Parliament for money. 

Parliament offered the Crown five “fifteenths” and “tenths,” just 
what the king desperately needed, but on one condition. The king must 
sign a new document called the Petition of Rights, which would curtail 
his powers: (1) no taxation without the consent of Parliament; (2) no 
imprisonment without specific charges being laid so the accused could 
avail themselves of the normal processes of the courts; (3) no troops 
guartered in private homes; and (4) no martial law in time of peace. 
Charles disliked the imprisonment restriction most of all, for it would 
curtail his power to lock up uncooperative lenders and taxpayers, but 
his desperate need for funds compelled him to sign the petition. 

To irritate Charles even more, Parliament delayed passage of his re- 
guest to collect customs for his life. An exasperated Charles collected 
them anyway, which brought condemnation from Parliament. Mer- 
chants and importers resisted the levy. One defiant merchant on trial 
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before the Star Chamber was held in contempt for stating in open court 
that the tax laws of England were more “screwed up” than the laws of 
Turkey. Another merchant tried to recover his goods seized by customs 
officers, but the Excheguer Court held that neither recovery nor an in- 
Junction could be issued to interfere with the king's tax men. İnciden- 
tally, this is currently the law in the United States (see IRC Section 
7421) andin Canada. 

When Charles's demand for the right to collect customs was referred 
by the Commons to a committee for “study,” he promptly dissolved 
Parliament. For the next eleven years Charles raised revenue outside the 
law. He collected customs and instituted a number of revenue devices; 
fines were increased, alien taxes were doubled, there were heavy fines 
for trespassing on Crown lands and for defective titles. Lawyers 
searched for title defects and became seventeenth-century “ambulance 
chasers.” 

In 1634 Charles cautiously reintroduced ship-money. He succeeded 
and thereafter each year he used this writ to raise the revenue he needed. 
Eventually, a wealthy landowner named Hampden obtained a hearing 
before all the judges of the Excheguer Court. Seven judges upheld the 
tax, reasoning that ship-money was an emergency tax, but the king, not 
the courts, was the best judge of its need. Five judges ruled for Hamp- 
den. This shocked Charles. Lord Coke had died the year before, but his 
zeal for judicial independence lived on. 

The judges who supported Charles should not be judged too harshily. 
The preamble to his ship-money writs recited that there were dangers 
to England from pirates and enemies. The use of sham preambles to 
stretch government powers is common. The United States Congress fre- 
guentiy circumvents its constitutional limitations by the use of fraudu- 
lent preambles. The Supreme Court has held (just as Charles's judges 
held) that Congress is the best judge of what it is doing and of its pow- 
ers. With a correctly worded preamble, almost anything can be done. 

Reliance on ship-money broke down when Charles was defeated by 
Scottish Presbyterians and forced to pay them £850 a day while they 
were on English soil. Charles had to ask Parliament for money. An 
angry and radical Parliament demanded concessions: no more ship- 
money; no more heavy fines and imprisonments; the abolition of the 
Star Chamber; and no adjournment of Parliament without its consent. 
Charles agreed, but he was as angry as Parliament. He ordered the arrest 
of Hampden and five others and personally appeared in the Commons 
with troops. Before these men could be found Charles left London and 
went north to raise an army to go to war against Parliament. In this 
vacuum of power Parliament took over the government, collected its 
own taxes, ralsed an army, and started England's terrible Civil War. 
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The new government was directed by the Puritan Oliver Cromwell, 
an extremely able leader and military commander. His Long Parlia- 
ment, as it was called, adopted a number of new taxes. The 'fifteenths” 
and “tenths” and subsidies were too slow to collect, so the hated Euro- 
pean excise was adopted. There was a new wealth tax and even a weekly 
fast tax, based on the value of one meal a week. 

The king could not compete with Parliament over taxes. He was de- 
feated at Oxford and fled north to Scotland. With substantial revenues 
from new taxation, Parliament purchased the king from the Scots, and 
brought him to London for trial and execution. 

The Civil War in England followed a course not unlike most modern 
revolutions. The control of the revolutionary Parliament shifted to the 
radicals and to the army. The moderates were even expelled from Par- 
llament and a small cligue of extremists seized control and ruled for a 
decade as the “Rump Parliament.” Free elections were not held because 
this radical Parliament knew it did not have public support. Oliver 
Cromwell led the Rump Parliament for over a decade, but when he died 
the generals called for a restoration of the monarchy, providing it dis- 
claimed any power to tax on its own. For what was to be the last time, 
the issue of parliamentary control over taxation was settled by the final 
tribunal of civilizatton—war. With that issue behind the British people, 
they could now honestly cry, “God save the King.” 

The English should not be ashamed of Cromwell. The events of his 
era are of major importance for the history of the world. Here, for the 
first time, a monarchy was overthrown and replaced with a representa- 
tive government. In time, most of the monarchies of the world would 
follow the English experience. Even the restored monarchy after 
Charles's execution set the pattern for those few kingdoms that have 
survived to our day. 

With Parliament firmliy in control of the purse, the English tax story 
shifted from the issue of taxation by consent to the problem of the best 
and most eguitable way to tax. In the course of the next two hundred 
years the English were to give more attention to that problem than any 
other people. Eventually their search would bear fruit, and their discov- 
eries and inventions would be copied by almost every country in the 
world. 
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Whoever hopes a faultless tax to see, hopes what ne'er was, is not, and 
ne'er shall be. 


—Alexander Pope 


If the purpose of the English civil war and the destruction of the mon- 
archy was to check oppressive taxatton—and lI suspect it was—then the 
war misfired. But this is not unusual for tax wars. 

The tax rebels of this period believed that if the sovereign had to ob- 
tain their consent to tax, taxes Would not be excessive (no one consents 
to excessive taxation). This seems logical enough, but history does not 
behave logically. Post-revolutionary taxes, whether in Britain, Holland, 
or America, were much heavier than before. The alcabala of the Duke 
of Alba was not as burdensome as the excises the United Netherlands 
were forced to adopt after Dutch independence. Even the tax rebels in 
America discovered that taxation with representation was heavier than 
taxation without representation. As events turned out, when the rebels 
won, the taxpayers lost. This is one of the strange ironies of tax history. 

History shows that taxpayers' consent, when expressed through rep- 
resentatives, 1s seldom an effective check on taxation. This first became 
apparent in sixteenth-century Spain when taxpayers' deputies usualiy 
sided with the Crown against the wishes of their constituents. If any- 
thing, taxation through representatives provides government with the 
opportunity for greater taxation, probabiy because the threat of rebel- 
lion is reduced. As a general rule, representatives open the purses of 
their taxpayers; they seldom close them. 

Most visitors to the Tower of London will notice that the gold crowns 
and sceptres of the British monarchy are post-1660, i.e., after Cromwell. 
Cromwell was not planning to be an interim caretaker between kings. 
One of the first things he did was to melt down the treasures of the 
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monarchy. When Charles TI returned to claim the throne, goldsmiths 
were kept busy restoring the necessary crowns and sceptres for the new 
king. Unlike the goldsmiths, Parliament did not restore the old tax sys- 
tem. To make certain there would be no future misunderstandings, in 
1689 the English Bill of Rights was adopted, which emphasized that 
there would be no taxation without Parliament. For people living in the 
British Isles the issue of taxation and consent was finally settled after a 
five-hundred-year struggle. Attention now turned to the problem of 
finding the best form of taxatlon. 

New forms of taxation were found in the taxes of the civil war. The 
Long Parliament was forced to adopt a number of taxes repugnant to the 
British people—excises, poll taxes, and wealth taxes. These offensive 
revenue devices were to form the bases of the taxes for the future. The 
subsidy and the “fifteenths” and “tenths” disappeared forever. 

When Charles Il was restored to the throne in 1660, Parliament 
adopted a hearth tax, which had been in use in Furope for some time. 
Two shillings were assessed for each hearth (fireplace) in every house. 
A tax inspector had to go through a home, room by room, because a 
visual inspection from the outside was not accurate. 

Assessment and collections were farmed out to private collectors, 
French-style. These collectors were called “chimney-men.” lt was not 
uncommuon for the lady of the house to conceal a hearth or barricade 
herself against the front door to prevent entry. There were a number of 
ballads which condemned the tax. Here is a verse from one of the popu- 
lar ballads of that day: 


There is not one old dame in ten, 
And search the nation through. 
But, if you talk of chimney-men 
Will spare them a curse or two.! 


The hearth tax was abolished in the “Glorious Revolution” that de- 
posed the last Stuart, James II. A Commons report under the new mon- 
archy, William and Mary, called the tax “a badge of slavery upon the 
whole people, exposing every man's house to be entered and searched 
at the pleasure of persons unknown to him.”? With this report, the tax 
was repealed. In its place, however, Parliament adopted the even more 
despised graduated poli tax. 

Parliament had experimented with poll taxation for hundreds of 
years, never with success and always with the danger of rebellion. The 
Long Parliament adopted a poll tax in 1641 which taxed dukes at £100 
and graduated down through the ranks of the nobles to £10 for a sguire, 
paid annually. Commoners were not so easy. After some debate, Parlia- 
ment decided not to use occupational categories; instead a 5 percent 
income tax rate was used. A man with £100 of income per year paid £5. 
The result was a dual system: fixed rates for the nobility according to 
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in 1689, which defined “the true, ancient and indubitable rights and liberties of the people 
of this kingdom.” Specifically, Parliament had to approve all taxation. 


their rank, anda 5 percent income tax for commoners. William and 
Mary replaced the hearth tax with this scheme. It did not last. In 1698 
it was repealed as “unsuited for England.” 

The despised hearth and poll taxes were finally replaced with a win- 
dow and house tax and aland tax. Fach house was taxed at one shilling 
per window, providing the house had more than seven windows. This 
exempted the poor, consistent with English tradition. Since windows 
could be counted from the outside, the objectionable intrusion into the 
house by tax-farmers was eliminated. Taxpayers resorted to all kinds of 
avoldance devices, like boarding up windows until the assessors fin- 
ished and then opening them up again. In Edinburgh, a whole row of 
houses was built without a single window in the bedrooms. This tax 
lasted well into the nineteenth century. 

The English countryside accepted a land tax, probabiy because it was 
like the subsidy. The appraisals had little to do with reality. In the civil 
war the subsidy was replaced with a monthly assessment adopted from 
the subsidy rolls, but payable every month, not every two years. Crom- 
well wanted to make this monthly assessment realistic, with current and 
accurate appraisals. Parliament was not enthused or optimistic. A mem- 
ber of Parliament paraphrased the ancient principle of English liberty— 
that a man's castle was beyond the surveillance of the king—with these 
words that still have application today: “As to this plan of surveying 
and searching into men's estates, it is that which your ancestors would 
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never endure. That the chief magistrates should know men's estates was 
always avoided.” 

Another M.P said: “Instead of giving my Lord Protector (Cromwell) 
a substance, we shall be giving him a shadow.”? And that is exactly 
what happened. The whole country, from assessors to taxpayers, en- 
gaged in a national conspiracy against accurate assessments. As was 
customary and traditional, there was fraud at all levels. 

The monthly assessment finally settled into a fixed land tax. Inguiries 
into anything other than visible land were not permitted. Once again 
values were ridiculously low. Local land commissioners would not dare 
guestion the word of a gentleman on his land values. In the end, the 
landowners liked the tax; they were once again “master of their own 
assessments,” as they had been under the subsidy. 

When the civil war started, the Long Parliament adopted an excise, 
undoubtediy the most hated of all European taxes. In England, liberty 
was eguated with the absence of an excise tax in the same way that the 
ancient Greeks eguated liberty with the absence of poll taxes and land 
taxes. The Venetian ambassador in London said that the absence of an 
excise in England was “singular and wonderful.”* England was the only 
major European country without extensive excise taxation. 

The first wartime excise applied to liguor, and the law specifically 
stated that the tax must be abolished when the war ended. But the war 
went on and on, and as it expanded the excise expanded, t00. Soon it 
covered the necessities of life—clothing, bread, meat, and other foods. 
There were riots and the excise houses in London were burned. Parlia- 
ment responded with some relief and a plea to the English people to 
accepi the excise for the duration of the war. 

There was also a punitive excise against the royalists (those loyal to 
the king). This tax was referred to as “extortions” in the revenue rec- 
ords of that period: 


An edict was issued, commanding the exaction of the tenth penny from all 
the royal party: and this oppressive tax, known by the name decimation, 
Cromwell's military substitutes very rigorousiy enforced. The whole 
country was eXposed to their extortions.” 


“Extortions” appear again during the reign of Charles II, but we do 
not know what they refer to. His tax records show he collected 
£100,000 from “extortions” and £640,000 from “plunder.”“ Black- 
stone, in his Commentaries (1:136), calls exactions without real and 
genuine consent to be extortüon. 

Parliament did not keep its promise to end the excise with the war. 
When the monarchy was restored in 1660 there were süll a number of 
excises—on beer, liguor, soap, salt, iron, lead, and some luxury items. 
Excise taxes have continued throughout English history since that time, 
but never on a large scale as in Europe. There was never a “tenth 
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penny” like the alcabala. Excises became a traditional wartime tax, usu- 
ally being reduced or abolished when there was peace. 

The English hatred for the excise may first appear to border on insan- 
ity, for the tax does have many virtues. It can be limited to luxuries and 
thus avoid the poor; it is easy to collect since only the merchants need 
be audited. But the English taxpayer did not see these potential virtues. 
To him the tax was a great evil and no amount of argument could 
change his thinking. After all, look at Spain, the Netherlands, France, 
and other excise countries—the evils of the tax were beyond dispute. 
The few excises at home only confirmed this. Even though they were 
limited in scope, the administrative side of the tax was often brutal: 
“The severe penalities infamed men's minds and fostered hatred 
against the excise.”/ 


Walpole's Excise Dragon 


Britain's excise experience begins to take its final shape with Sir 
Robert Walpole, often called Britain's first prime minister, an office that 
did not exist until his ministry in the first half of the eighteenth century. 
The king's favorite minister, as might be expected, was the member of 
the House of Commons with the greatest influence over revenue. Wal- 
pole became “prime minister” because he controlled the purse as First 
Lord of the Treasury and Chancellor of the Excheguer. He was a tax 
man through and through, as all early prime ministers were. 

At that time the Commons, unlike today, had a free vote on all tax 
matters. Members voted how they believed rather than how the prime 
minister instructed them to vote. The struggles over revenue and taxa- 
tlon throughout the eighteenth century can best be understood by recog- 
nizing that peculiar practice of British parliamentary government. The 
current obligation to vote party line on taxes came later, and recently 
cost Lady Thatcher her prime ministership. 

Walpole saw the excise as the future, primary tax for Britain. In 1723, 
he had Parliament expand the excise to include tea and coffee. One 
member of the opposition asked, “Are we to sacrifice the constitution 
to prevent a few frauds on the revenue?” A few frauds was an under- 
statement. The finance ministry had the facts: Britons consumed an an- 
nual average of 4 million pounds of tea, while H.M. Customs reported 
imports of only 800,000 pounds, meaning 80 percent of all tea evaded 
tax. 

A few years later when the government reported a surplus of revenue, 
the Commons took up the guestion of repealing some of the taxes. The 
debates finally settled on the excise on salt or the excise on candles. The 
issue was whether to repeal the excise on salt and benefit everyone; or 
repeal the excise on candles and benefit the well-to-do.8 The poor could 
not afford candles. The Crown, under Walpole, wanted to repeal the tax 
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on candles and used the old French argument about how taxes benefited 
the poor by causing them to work harder. In the final vote, the salt tax 
was cancelled. This showed amazing magnanimity for that day and age. 
It also showed the independence of the members of the Commons in 
standing up to a very powerful prime minister.? 

No sooner had the salt tax been repealed, than in 1732, Walpole tried 
to expand the excise further. He would cancel the customs on wine and 
tobacco and replace that tax with an excise, at the same rate. In the same 
bill he would reintroduce the salt tax and grant his primary supporters, 
the landed gentry, a one-third reduction in land taxes. Walpole expected 
little difficulty from the Commons. His position was logical enough 
(“no new taxes”), just a shift in assessment to check smuggling and 
assure the government of taxes, justly due. 

Walpole was well prepared; he had a Commons committee, headed 
by John Cope, present a study on the operation of the custom laws and 
smuggling. The frauds committed in smuggling, especially wine and 
tobacco, were extensive, and he described scenes of dishonesty, perjury, 
iınforming, violence, and murder, “which appeared beyond belief.”!9 
The adoption of his tax reforms should have been, as the British say, “a 
piece of cake.” Or was this just a more recent example of “the tradition 
of evasion in the realm” that Elizabeth | spoke about and accepted? 

Smuggling was big business for many, and for the average Briton it 
meant lower prices for a great number of consumer articles. The excise 
was not so easily evaded. In the ensuing years, Walpole had greatly en- 
larged the powers of his excise officers by creating severe penalties for any 
evading the tax or even obstructing its enforcement. He was “inno way 
sgucamish about the liberties of the individual or the privacy of a man's 
home.” He had introduced “savage punishments, and the full authority of 
the Crown to make the public conform to his system |of taxesJ.”1! 


The British revolt against Walpole's attempt to introduce new excises showed itself not 
just in placards carried by mobs roaming through the streets of London, it even found 
itself on this tin-glazed earthenware bowl (ca. 1740—50): “Liberty & property without 
any new excise.” 
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Newspapers attacked his proposal with a vengence. There were nu- 
merous caricatures condemning the tax and ridiculing Walpole in par- 
ticular. The public got more and more enraged and responded with vio- 
lence. Mobs roamed through the streets with placards in their hats 
which read, “Liberty, Property, and No Excise.” Others sang ballads 
adding the words, “and No Jury,” referring to the lack of the right to a 
jury trial over tax disputes.!? This violence was, in the words of Wal- 
pole's leading biographer, “the expression of a profound and cumula- 
tve hatred of a system oppressive, tyrannical, and corrupt |with 
power|.”!3 

The debates in the Commons were intense and continued for weeks. 
Finally, when Walpole looked around the House of Commons, which 
he had controlled for over twenty years, he saw dwindling support each 
day. In the face of mounting and growing opposition, he withdrew his 
tax bill and even offered his resignation to the king and gucen. On the 
evening before his capitulation, some of his closest friends gathered at 
his house where he announced his decision to abandon his excise pro- 
posal: 


The dance will go no further, I meant well, but in the present inflamed 
temper of the people, the act could not be carried into execution without 
an armed force; and there will be an end to the liberty of England if sup- 
plies are to be raisedbythesword....1I will not be minister to enforce 
taxes at the expense of blood.!'* 


When news of Walpole's withdrwal of the tax bill reached the people, 
there were celebrations everywhere. The church belis rang out, bonfires 
lit up the sky, Walpole was burned in effigy, and in the cities you could 
hear people singing ballads, and there were shouts of “No excise, No 
wooden shoes.”!> The jubilation was not just for the financial benefits 
for the defeat of the tax, but for the defeat of an extension of Walpole's 
ruthless tax administration. The contest over the excise was like a war 
with the merchants and the lower classes against Walpole and the 
wealthy landed gentry. 

Walpole's brutal tax system can best be understood by realizing how 
intense his hatred was for the merchant classes of Britain. All his new 
enforcement sledge-hammers fell on them, and it has been suggested 
that his brutal tax administratlon laws, for both customs and excises, 
were an act of revenge against a faction of society he hated and de- 
spised.'“ Thus a strange, personal vendetta by a powerful prime minister 
helps explain why and how the British Crown turned its back on long- 
established principles of British justice with regard to taxatlon. We saw 
this same situation occur in our times when Franklin D. Roosevelt 
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Excise in Triumph, 1733. England's first Prime Minister, Sir Robert Walpole, in 
caricature, with verse attacking the Excise Bill”s tax on tobacco and showing a standing 
army in the background. The barrels contain tobacco. The verse raises the tax slave issue: 

“Dejected Trade hangs down its drooping Head, 

While Standing Armies daring Colours spread, 

By these encourag'd, on the Barrel strides, 

Excise in Triumph, and like Bacchus rides: 

Still to enslave and make us more distrest 

They clap French Shoes upon the British Beast, 

Ah! — cease such wicked Arts pursuing 

Or you your Self may be Excis'd for shooing.” 


turned the federal tax system, the rates as well as the criminal provi- 
slons, into a sword against wealthy classes of American society he 
didn't like.'7 

Walpole's “tyrannical” system produced a strong backlash from Brit- 
ısh taxpayers. In one period for which we have records, over 250 cus- 
toms tax collectors were assaulted, six of which were murdered.!8 So 
even though the British taxpayer was getting it on the chin, he also got 
in his licks. This same pattern of rebellion against oppressive or even 
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disliked taxation was exported to America and, as we shall see, when 
the colonists were taxed in a manner not “acceptable” to them they also 
Tesorted to violence. 

For protection, British excisemen were armed. Not just for protection 
from taxpayers, but from highwaymen. One collector records carrying 
a blunderbuss with seventeen balls, which for that day was about as 
much armament an individual dare carry or could carry considering its 
weight. Even if robbed, an exciseman had to make up the loss.'9 

Taxpayers were not as violent as in France, but there are numerous 
accounts of excise tax collectors being attacked, beaten up, horse- 
whipped, and even murdered. We have the account of one man who was 
dragged from his bed and murdered in front of his family.2 There is no 
doubt, however, that compared to the customs official, the excise tax 
collector had a much less dangerous job. 

Long after Walpole's bone-crushing administration, his harsh meth- 
ods lived on, but they were still not as severe as on the continent. In 
France and Germany the army acted as tax collectors in a pattern remi- 
niscent of the ugly taxes of the late Roman Empire. We should also 
note that this same rough tax administration was imported to the North 
American colonies and has survived to infect the Internal Revenue laws 
which only now are being corrected. Bad tax laws, including bad ad- 
ministrative laws, which are productive of revenue, die hard if at ali. 

Decades later, William Blackstone, the great English jurist, re- 
marked, “the rigour and arbitrary proceedings of excise-laws seem 
hardiy compatible with the temper of a free nation.”?! These were gen- 
tle words compared to what others said. When the American colonists 
were complaining about being denied the rights of Englishmen, the En- 
glish at home had the same complaint. 

Here is how the excise system worked. The great majority of cases 
were tried summarily without a jury or even an independent judge, 
often before the very tax commissioners who collected the tax. This was 
not British justice at all, but the kind of Justice (or injustice) one re- 
ceives from a bureaucratic autocracy in a totalitarian state. The British 
tax system then, as now, was somewhat outside the constitutton—one 
of the strange anomalies of British justice begucathed to America. Here 
is a modem scholar's cogent analysis of the system: 


Yet the trader had little chance of escaping this excise juggernaut. Most 
excise statutes included a clause specifically denying the right of the ac- 
CuSsed to use a writ of certiorari to move his case to a higher court. Önce 
before the commissioners, the defendant had the cards stacked against 
him. He was guilty unless he could prove himself innocent.... Even the 
traditional English stratagem of countersuing officials was rendered more 
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hazardous by the statutory provision of double or triple costs.... In these 
circumstances it is not surprising that the conviction rate in €xcise cases 
was so high: 790 in London and 85 in the country in 1789—90.2 


Actually, if the above scholar had practiced at all in today's Tax 
Court, he wouldn't find the statistics any different, nor the due process 
much better. He also points out that the draconian system was mitigated 
by modest enforcement, most of the time, just the way we deal with 
most instances of evaslon. 

Surveillance was also on a modern scale. Candlemakers, who were 
subject to excise taxation, were rigorously watched. No one could make 
candles without informing the tax people of the time, place, and hours. 
Failure to report the exact number of candlemaking utensils resulted in 
a £100 fine. Every month a complete record of all candles made had to 
be reported, and cracked or broken candles had to be destroyed in the 
excise officer's presence.? Excise tax surveillance reminds one of the 
computer and income tax surveillance today. Brewers, liguor, and tea 
and coffee shops had similar regulations. You can understand, with this 
type of enforcement, why in Walpole's day there were riots, and excise 
houses were bumt to the ground. 

What is most unigue about the British experience with the excise is 
that the government could never obtain the consent of Parliament for a 
general excise, as was in operation throughout Europe. That state of 
affairs has continued into the twentieth century, not only in Britain, but 
with the federal government in the United States. Excises have been 
selective. When wars and revenue demands increased in the latter half 
of the eighteenth century, and there was some talk about a general ex- 
cise, Chesterfield (who had lead the opposition to the extension of ex- 
cises during Walpole's rule) in his later years (1767) wrote alettertoa 
irlend about the British contempt for the mere word “excise.” 


As for a general excise, it must change its name by act of parliament be- 
fore it will go down with the people, who know names better than things. 
. . . For aughtl know, if an Act for a general excise were to be entitled 
“An Act for the better securing the liberty and property of his majesty's 
subjects, by repealing some of the most burdensome custom-house laws,” 
it might be gladly received.?* 


In the eighteenth century, British parliamentary government stands 
out above and beyond the other governments of that day. In many ways, 
except for matters of enforcement, the British approach to taxatlon was 
a model for our day. It was, primarily, the people's business, and they 
let their will be known through the Commons, and when that didn't 
work, they let the Crown know of their desires through rebellion. They 
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were anything but compliant to taxes they didn't like, and in that they 
did the government a favor. Indeed, the main reason Britain achieved 
great power status at this tüme may have been because of the rebellions 
of the British taxpayer and the threat of more rebellions. The govern- 
ment was forced, probabily against its will, to function on moderate tax- 
ation, thereby avoiding the economic drag that was so destructive to the 
Netherlands. 

The British never found a tax that would be just for all and acceptable 
to the people. The people rejected extensive excises, the hearth tax, the 
graduated poli tax, and an accurate land tax. The most objectionable 
aspect of all these taxes was the invasion of privacy. Liberty meant pri- 
vacy. 

Privacy meant a man's home was beyond the surveillance of the 
king's tax men. All these forms of taxation, while theoretically eguita- 
ble, reguired a sacrifice of liberty which the British were not willing to 
tolerate. 

In the end the British accepted a system of many taxes which, asa 
whole, were reasonabiy fair. No one was oppressed. Everyone shoul- 
dered some of the burdens of the state. Landowners paid land taxes but 
they were protected by a tradition of ridiculousiy low assessments. Mer- 
chants paid customs and some excises, but their burdens were lightened 
by smuggling and evasion. Homeowners paid a house and window tax 
which exempted the poor. The most remarkable aspect of the system 
was the absence of tax immunity for the rich. 

English tax makers were progressively oriented in a world that was 
decidediy regressive everywhere else. Parliament was moved by the 
principle of the greater the wealth, the greater the taxes. This philoso- 
phy of low or no taxes for workers and the poor was not the result of 
humanitarianism; it was based on more solid ground—economic com- 
mon sense. If workers paid high taxes, British capitalists would have to 
pay high wages, as in the Netherlands. This would increase the price of 
British goods on foreign markets and hurt trade. By keeping workers 
free from taxation English traders could outsell their competitors from 
the Continent. That is what happened, and Britain became the leading 
commercial nation of the world for two hundred years. 

Government spending was restricted by a tight purse. This resulted 
more from uncooperative taxpayers and downright evasion than the 
wishes of an enlightened Parliament and Crown. The British govern- 
ment was well aware that there was more to taxation by consent than 
lobbying a tax bili through Parliament. Walpole's successor, Henry Fox, 
summed up the problem facing tax makers with these words on the floor 
of the House of Commons: 
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All governments must have a regard not only for what the people are able 
to bear, but what they are willing to pay, and the manner in which they are 
willing to pay, without being provoked to a rebellion.? 


The next generation of British rulers lost sight of that principle when 
they set a determined course to tax the British colonists in North 
America, 
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The Decline of the Super-Dutch and 
ihe Rise of the Super-British 


War meant expense. Expense meant taxation. Taxation meant the stran- 
gling of trade. 
—Charles Wilson, 7ke Dutch Republic 


The English-speaking people copied heavily from Dutch culture, pol- 
itics, and commercial practices, yet they knew little about the history 
of these remarkable people. The American War of Independence was 
not the first modern revolution against colonialism, nor did the Ameri- 
cans establish the first modern republic. The United Provinces of the 
Netherlands came into being two hundred years before the United States 
of America, also as the result of a revolt against taxation without con- 
sent. 

The British Empire was built with commercial practices of Dutch ori- 
gin. The Fast Indies Company, the Bank of Amsterdam, textiles and 
china manufacturing, insurance, a merchant marine, plantations, and 
other such practices were reproduced with few modifications. Dutch 
taxation was the only major commercial practice that was not copied, 
and for good reason. The decline of the Netherlands after the collapse 
of Spain seemed to fortify the tax philosophy of the English people— 
but not their government—that excise taxes were a form of commercial 
cancer that would consume and emaciate the economy of even the 
greatest empire. 

After the Dutch secured their independence from Spain, they rose to 
the top of the world leadership and became the super-power of the 
seventeenth century. North America saw the founding of New Amster- 
dam (New York), and adventurous Dutch colonizers controlled much of 
Africa, Asia, and the New World. The Japanese closed their ports to all 
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European ships except two Dutch merchant vessels that were allowed 
to visit Nagasaki once a year for trade. 

When Peter the Great visited western Europe to see the advances in 
European culture, the highlight of his trip was a visit to Amsterdam to 
inspect Dutch shipbuilding. For every English ship on the North Sea, 
the Dutch had a dozen. The superiority of the Dutch aroused the jeal- 
ousy of the English and French. At one time these two traditional ene- 
mies joined forces to fight the Dutch in one of the many small wars of 
this period. 

The English used high customs duties to try to keep Dutch goods off 
English markets, and they also prohibited the export of English wool 
which was being smuggled to Holland, manufactured into woollen 
goods, and then smuggled back into England. English consumers 
sought the superior Dutch products, or low-priced, smuggled tobacco, 
brandy, rum, wine, tea, and a great varlety of other consumer goods. 
Most smugglers found it easy to avoid H.M. Customs because of the 
numerous bays and coves along England's shores. Smuggling was so 
extensive that English farmers found it difficult to find workers to har- 
vest crops grown along the seacoasts. Young men found smuggling 
more profitable than farming. It has been estimated that over 50 percent 
of all imports escaped taxation, which must have caused enormous 
losses for the Crown. Walpole's attempt to introduce excises was pri- 
marily a device to frustrate customs tax evasion. 

Rotterdam and the small seaport of Campvere (now Veere) were the 
main shopping centers of the smugglers, not only for Britain, but the 
rest of Europe. Most Dutch traders were caught up in the business of 
smuggling. It was big business and the major enterprise at Campvere. 
There were special Scottish houses to accommodate rich Scots who had 
come to live and trade beyond the arm of British Customs. Scottish 
wool came to Campvere and on the return voyage Scottish vessels were 
filled with a wide varlety of goods to be smuggled into Britain. 

The intensity of the economic struggle between Britain and the Neth- 
erlands touched off at least three Anglo-Dutch wars. The biggest blun- 
der the Dutch made was to swap New York for a piece of jungle in South 
America, but at the time the bargain looked good to the shrewd Dutch; 
after all, they had only recently purchased New York from the Indians 
for sixty guilders. 

Dutch superiority was not limited to commerce. This was the age of 
the great Dutch masters in painting. The Dutch also led the world in 
new scientific and medical discoveries. In philosophy there was Spi- 
noza, while the great English philosopher, John Locke, did most of his 
writing in Holland because he had been forced into exile by the British 
government. 
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In their economic struggle with Holland, the English banned the export of wool, which 
was being smuggled back as manufactured goods. To enforce this ban, the transportation 
of wool at night was made a criminal offense. This etching shows British 
smugglers-—known as “owlers” because they worked at nigh—loading wool onto a small 
vessel by the light of a lantern. The boat would rendezvous with a larger, seagoing vessel 
offshore. 
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The Netherlands was a relatively free and open society. European 
Jews were tolerated and there were many prosperous Jewish communi- 
tiles throughout the provinces. In 1650 Jews were still personna non 
grata in Britain. During Cromwell's era the wisdom of England's anti- 
Jewish immigration laws was guestioned. The leading argument for 
opening Britain to Jewish settlers was the example of Dutch superiority 
and prosperity. Were the Jewish-Dutch communities a factor in Dutch 
supremacy? This argument has considerable support, even today.! lt 
prevailed in 1655, and Britain opened its doors to Jewish immigrants, 
but not without seriously considering, and then rejecting, a special /is- 
cus judaicus as a tax on all Jewish residents. 

Dutch supremacy over the Spanish was highlighted by a kind of com- 
mercial vassal-lord relationship. With industry in Castile wrecked by 
taxatlon and the flight of taxpayers, the goods Spain needed came from 
Amsterdam. To pay for these goods Spanish silver fleets, under convoy, 
sailed through the English Channel to Amsterdam. With this silver and 
gold the Dutch jeweler was born, and he still dominates world com- 
merce in precious stones and jewelry making. 

By the end of the seventeenth century, the golden age of the Nether- 
lands was passing. The Dutch Republic did not collapse; it declined, 
much like the British Empire, from the burdens of too much taxation, 
too much debt, and military expenditures beyond her capabilities. The . 
Dutch had to maintain costly military and naval forces to protect their 
commercial life-lines. Constant warfare put a drain on the economy; 
taxes increased, prices soared, and Dutch goods priced themselves out 
of foreign markets. Goods in Amsterdam cost twice as much as in Lon- 
don; taxes were many times higher, and wages had to increase to enable 
Dutch workers to pay the high cost of living, especialiy the taxes on 
food and clothing. The high taxes built into the cost of Dutch products 
brought inflation which wrecked Dutch commerce and, in turn, started 
a declining spiral in revenues for the Dutch government. With less reve- 
nue the Dutch had to withdraw from the competitive struggle for world 
colonies in which England and France now competed fiercely. The 
Dutch made an orderly retreat and retained some of their colonial em- 
pire. 

The Dutch republic was a confederatıon of United Provinces. The 
central government was not strong and the power to tax was left to the 
individual provinces which used poll taxes, hearth taxes, stamp taxes, 
land taxes, and worst of all, the excise, the very tax they revolted against 
in the first place, except that this time the excise was by consent. These 
excises baffled the British; in 1659 an English economic agent in The 
Hague wrote home to London about Dutch taxes: 
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It is strange to see what readyness this people doe consent to extraordinary 
taxes be yett as great as they were duringe the warr with Spaine....1 have 
reckoned a man cannot cate a dishe of meate in an inn but that one way or 
another he shall pay 19 excises out of it. This is not more strange than 
true.” 


Apparentiy things worsened. Some years later Sir William Temple, 
an English diplomat in Holland, said: “When in a tavemn, a certain dish 
of fish is eaten with the usual sauce, about 30 several excises are paid.”? 
The English were amazed at the heavy excises paid by their Dutch ri- 
vals. Even Dutch fishermen paid excises on the fish they put on their 
own tables. 

The heavy taxation which infected Dutch society also brought with it 
the usual corruption. The ruling families perpetuated themselves into an 
aristocracy and administered the tax laws for themselves. As time went 
on, it became virtually impossible, except by marriage, to penetrate 
from the outside the privileged ranks of various urban oligarchical fami- 
lies. Moreover, these people voted the taxes, collected them by means 
of agreements with their clients, might well have their returns audited 
by their nephews, and disputes adjusted by their sons-in-law. 

The situation was so bad that foreigners who wanted to enjoy free- 
dom from burdensome taxes were put to the expense and uncertainty of 
employing a resident officer for the special purpose of bribery, not un- 
like doing business in many countries today. Modern international busi- 
nessmen generally operate in one of two systems: the bribery system 
for corrupt nations and the tax loophole system for nations that are less 
corrupt but more sophisticated. The end results are similar. The modern 
businessman soon learns which countries reguire payments under-the- 
table and which countries play above-board. 

High prices at home and trade barriers abroad forced Holland into an 
economic decline. İn time even the great painters disappeared. There 
was an eighteenth-century “brain drain” in the Netherlands as the more 
enterprising and talented Dutch people moved abroad. In 1747 there 
was a tax revolt at home. Mobs rose up in the leading cities to plunder 
and destroy the houses of Dutch tax-farmers. After compensating the 
tax-farmers for their losses from these riots, the government abolished 
the two-hundred-year-old system of tax-farming. 

Excise taxes, not tax-farmers, were responsible for Holland's finan- 
cial troubles. These taxes depressed trade and injured Dutch commerce, 
and while the tax-farmers were corrupt, that corruption was not the root 
of the problem. By contrast, Britain had limited excise taxation. When 
mobs rose up in London in 1732 to protest against excise taxation, they 
carried placards which read: “No slavery, no excise, and no wooden 
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In the cighteenth century, the Dutch learned from the British taxpayer and finally rebelled 
against the taxation that had crippled Dutch commerce. Here, in 1747, Dutch tax rebels 
are wrecking the house of arich tax-farmer. Unfortunately, the rebellion came too late to 
save the superpower status of the Netherlands in world affairs and commerce. 


shoes.” The Dutch had become synonymous with extensive excise taxa- 
ton and, of course, wooden shoes. The British people wanted neither. 
The excise tax was the dominant tax on the continent ot Europe dur- 
ing this period. The Dutch used it before Alba; the Germans and French 
used it along with Spain. Even today, Europe has an affinity for excise 
taxation with the value-added tax reguired for all members of the Euro- 
pean Economic Community. This tax is simply an excise based on the 
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value added to goods at each stage of manufacture, rather than the value 
of the goods as a whole. Tax credits transfer up and down the manufac- 
turing process, greatly reducing evasion and making the system self- 
administering. This rather ingenious and sophisticated excise reduces 
the importance of income taxation. 

Looking backwards from the eighteenth to the sixteenth century, the 
Dutch revolt against the Duke of Alba hardiy appears to have been 
worth the trouble. If the American revolutionists ın 1776 had studied 
their Dutch history they would have realized that taxation with repre- 
sentation does not necessarily lessen the tax burden—something else is 
reguired. 


Britain: The New Superpower 


If the Dutch declined because their tax system overburdened com- 
merce and trade, then the British rose to become a superpower because 
they learned how to master their tax system. Scholars are now begin- 
ning to realize that Britain's rise from a mediocre European state in the 
seventeenth century to a super power in the eighteenth, nineteenth and 
twentieth centuries was a triumph of good tax management.* Even the 
sharp decline of Britain at mid-twentieth century can be explained as 
the conseguence of Britain's venture into socialism, 95 percent tax 
rates, and welfare state-ism. Capital fled from England to evade confis- 
catlon as it did from Cuba more recentiy, and the labor government s 
takeover of industries compounded the problem. British cars which 
were once admired worldwide, ended up being as unreliable and as de- 
fective as Soviet washing machines. 

The British tax system started to improve after Cromwell. The first 
most notable change was the abolition of all tax-farming during the pe- 
riod from 1660 to 1690. In place of the farmers, a professional tax bu- 
reaucracy began to function with efficiency. It was based on merit. The 
tax officers had to take exams to gualify, and they were made account- 
able for everything they did. They were freguently moved from one tax 
district to another to prevent them from becoming too friendiy to the 
local businessmen. Full remittance was made on a regular basis to Lon- 
don as were full accountings made to their supervisors. 

From 1721 to 1724, Walpole made some of the most positive steps of 
his administration toward economic growth. He cancelled export taxes 
on manufactured goods and greatly reduced or eliminated many tariff 
items, thus stimulating trade and the competitive position of British 
goods on world markets. One early biographer wrote in 1798, “He 
found our tariff the worst in the world, and left it the best.” 
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The excise tax, which was such a scourge on the continent, grew in 
Britain to become the major tax in the mid-eighteenth century, but it 
was never as burdensome or as all pervasive as it was in France, Ger- 
many, or the Netherlands. It was burdensome, but the burdens were lim- 
ited to a few articles. There was no general excise as on the continent 
on everything in sight. Consumers paid more, but never the horrendous 
rates as elsewhere in Europe. The British experience demonstrates the 
truism, that most any tax can be administered with good economic 
sense. The problem is that good taxes tend to go bad because govern- 
ments demand too much of them. The British, unlike the rest of the 
world at that time, had the wisdom to keep the excise down in rates and 
limited in its application. This may have been more the conseguence of 
the hostility the British people had for the tax than for the wisdom of the 
government. In 1691, William Carr, an English writer, gave the English 
definition of an excise as “an infamous tax levied by scoundrels,” un- 
doubtedliy referring to the tax-farmers that were so popular in Europe. 
He also commented on the hostility to the excise by the people: 


Should we in England be obliged to pay the taxes that are here | Nether- 
lands| imposed, there would be rebellion upon rebellion. And yet after all 
that is here paid, no man may bake his own bread, nor grind his own corn, 
or brew his beer, nor dare any man keep in his house a hand-mill, although 
it be but to grind mustard or coffee.9 


We do not find in Dutch literature any of the caricatures condemning 
the excise as we find in Britain in the century that followed. When Brıt- 
ain embarked on increased excise taxation, it was done on a cautious, 
limited, basis. In the Netherlands, the excise covered everything in 
sight, even servants, street lights, and a graduated tax for coaches, car- 
rlages, and sleighs. Some of these taxes were in the nature of poli taxes 
and property taxes, but they were part of the total excise package. There 
were tolls for crossing any bridge or canal, even for leaving a town at 
night. “Milk first pays as milk, and again if it be made butter; yea the 
buttermilk and whey pays a tax likewise, for all which a man would 
think that a people that stand so much upon maintaining their liberty 
should mutiny and refuse payment.”? 

The great tragedy of this monstrous scheme of taxation was not Just 
the loss of liberty, which was so obvious, but the economic decline 
caused by the high price of Dutch goods in world trade. The final check 
on British taxation was economics and the rebellious nature of the Brit- 
ish people. Perhaps if the Dutch people had been a bit less submissive 
and compliant, their economic decline may have not been so dramatic. 
There were, as we noted, Dutch tax revolts, but they did not bear much 
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fruit. The high tax habit was too well ingrained and accepted by the 
Dutch people. 

There is little doubt but that Britain's rise to be the most dominant 
and powerful nation in the world in the eighteenth century was only 
possible because of her superior revenue system. Much has been written 
about the importance of the public borrowing by British governments 
to finance the many wars the Crown engaged in and won. But this pub- 
lic finance was only possible because the British tax system guaranteed 
payment of the government's debts. The tax system was centuries ahead 
of any other country, and when you look back at the British system, the 
basics are still sound and are copied today by all modem states. The 
British also had the good sense not to provoke a major revolt. That they 
operated with a kind of “brinkmanship” for their day cannot be refuted, 
but they had the intelligence not to go too far most of the time. Only in 
North America did they crack down hard on tax discontent, and they 
lost the jewel in their crown for doing So. 

Jean Luzac, a champion of American Independence and a Dutch 
writer in the eighteenth century, lamented the decline of the once-mira- 
cle Dutch economy. The heavy burden of taxation, he said, resulted in 
the flight of skilled artisans—an eighteenth-century brain drain. Parents 
refused to put children into jobs where there was no money. Parishes 
were unhappy if there were too many marriages because this increased 
the poor tax rates. Men even preferred prostitutes to wives. The many 
wars in Holland's backyard reguired, or seemed to reguire, heavy mili- 
tary preparations, which were a great expense. “Expense meant taxa- 
ton. Taxation meant the strangling of trade.”* Holland, not unlike 
America today, was no longer developing new patterns of trade or intro- 
ducing new products and technologies to the degree it once did. A na- 
tlon of ambitious Hollanders who once threw off the yoke of the Span- 
ish and built the superpower of the seventeenth century, now a century 
later was exhausted. 

The increasing burden of heavy taxation, compared to its rivals, was 
reflected in the decline of Holland's once great centers of industry. 
Leyden was a desolate town, its once flourishing cloth industry ina 
depression. The linen industry of Harlem had similarly shrunk. The 
products these centers once produced and exported could now be pur- 
chased abroad, in Britain, at much lower prices. Perhaps the irony of it 
all is that a Dutch businessman and writer, Matthew Decker, left Hol- 
land for England. His writings greatly influenced Adam Smith by ex- 
pounding laissez-faire: freedom of trade, fewer and simpler taxes, no 
tariffs, andno monopolies. 

The relation of Britain to Holland in the eighteenth century may have 
some shadows in the late twentieth century with Japan and the Ünited 
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States. Holland invented and flourished with commercial and even tax 
practices that were later copied by Britain when it was anything but 
a superpower. By copying what the Dutch had invented and initially 
developed, the British simply developed them much better and as a re- 
sult guickiy eclipsed Holland on the Northern European scene. Holland, 
overburdened with the expense of military and naval demands, over- 
taxed itself into decline. Britain used Holland's taxes, especialiy the ex- 
cise, but the British had the wisdom to not overburden commerce and 
to tax modestly at rates the traffic would bear, without impeding the 
traffic. The same challenge faces America today in the global economy. 


26 


The Enlightenment Had the Word 
on Taxatlon 


No one got the word. 
—An old navy expression 


The philosophy of the eighteenth century, which is referred to as the 
Enlightenment, cut loose from the superstition of the past and attempted 
to establish reason as the foundation of all belief and rules of political 
conduct. The United States and its Constitution were founded upon the 
principles of the Enlightenment. In matters of taxation, this marked a 
high-water mark for tax wisdom, ethics, jurisprudence, and just plain 
common sense. The great legal and political thinkers of that age, even 
the common man, had the word on taxation. 

The wisdom of this age of reason grew out of the violence and strife 
of the seventeenth century. In England the monarchy was overthrown, 
a king beheaded, and the nation suffered through a terrible civil war, all 
brought about by taxation. Under the stress of six major tax revolts the 
great Spanish Empire collapsed. The Netherlands went into a sharp de- 
cline because of too much taxation. In France, tax revolts were every- 
where. They were bloody and cruel, as we observed. Perhaps France 
was the worst of all with its paramilitary tax police to enforce collection 
and punish dissidents. 

No doubt the havoc bad taxation brought to civilization stimulated 
the men of that age to ponder over the wreckage. They searched through 
history for taxes in the past that had worked, or had not worked. They 
treguentiy spoke about the relation of taxes and despotism. They spoke 
often of the relation of taxes to prosperity. It was, as now, no easy task 
to find a just and prudent tax. These thinkers used the past as a guide in 
their philosophy. They knew their history well, something our tax mak- 
ers have ignored—all too weli. 
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At first, it may seem to be a great mystery why an intelligent society 
like ours, with so much knowledge of the past at our fingertips, should 
embark down a road leading to ever increasing taxes, to unbelievabiy 
high taxes, without examining the past to learn what excessive taxatlon 
has done to other nations. The reason we have been so foolish can be 
found in our immediate past—the nineteenth century. Our ignorance is 
born from bliss. If our past century had been filled with bloodshed and 
economic collapse over bad taxes, with wars and violence over taxes, 
and with the destruction of liberty over taxes, we would probabliy have 
given the matter of taxation more serious concem. The tax peace and 
low taxes of the nineteenth century dulled our senses to the evils our 
tax system would ultimately produce. 

The men of the Enlightenment had an advantage we did not have and 
this may account, in part, for their good judgment. Looking at the tax 
catastrophes of their immediate past, they drew lessons from the harm 
bad taxation had produced. They used the raw materials of history, of 
man's past experiences With taxation, and from that data they used their 
best thinking and reason. They were the world's first practicing tax his- 
torlans. 

It is difficult to fault any of their views, many of which we hold with 
reverence. They propounded the political concept of the separation of 
powers, of checks and balances, of representative democracy, and lim- 
ited government. Their wisdom with regard to taxation dominated the 
thinking of the Western world. Throughout the nineteenth century in the 
debates in Congress, in the British Parliament, with the French govern- 
ment, you read and feel the ideas of Locke, Montesguieu, Adam Smith, 
and the other great thinkers of the Enlightenment. Somewhere along the 
way in the early twentieth century, these views got lost in our zeal for 
big government, big wars, and big spending. They speak to our century 
like Isajah and Jeremiah spoke to their people during the troubles and 
wars of 800 B.c. to 600 B.c. Like prophets of old they have foretold of 
the troubles that would come upon us if we espoused big government 
and taxed too much. 

The words of wisdom these men gave to us are many; | have summa- 
rized the ten most important points in this chapter. Most of these ideas 
have disappeared from the world of ıdeas we now live in. Modern ex- 
perts in the field of tax and government seem to be unaware of what 
these men left to posterity. Search as much as you like, but you won't 
find strong support for their thinking in the writings of the “experts” of 
our day. Even when they might be touched upon, they are lightliy passed 
over. Perhaps this is an example of the simple truth about life—what 
comes easy is taken lightiy. Our liberty and freedoms were handed 
down to us by generations past that had to fight for the liberty we now 
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enjoy. Liberty to us is an inheritance, not something we earned or 
achieved on our own. We take liberty lightly, and we don't seem to 
realize how hard it is to get it back once lost. 

Here is the priceless legacy the men of the Enlightenment pass on to 
us: 

I. Government is at best a necessary evil. 

The men of the Enlightenment had no illusions about government. 
“Government,” said Thomas Paine on the first page of his famous pam- 
phlet called Common Sense (1776), “even in its best state 1s but a neces- 
sary evil, in its Worst state an intolerable one.” Washington had Paine's 
pamphlets distributed to his troops in winter guarters during the early 
years of the Revolutionary War. Jefferson, Franklin, and Madison all 
praised Paine for his contribution to the cause of the Revolution. John 
Adams went so far as to say that “Without the pen of Paine, the sword 
of Washington would have been wielded in vain.”! Paine's dominant 
theme was that taxation produced tyranny. The root of the problem lay 
in the foolish, naive attitude of the people towards their governments by 
believing “that government is some wonderful mysterious thing.” And 
when they believe that illusion, “excessive revenues are obtained.”? 

Paine described himself as a champion of “the cause of the poor, of 
the manufacturer, of the tradesmen, of the farmer, and of all those on 
whom the real burdens of taxes fall.”3 The turmoil of the revolutionary 
period of the late eighteenth century in both Europe and America, was, 
in fact, produced by angry taxpayers who had had enough. In 1792 he 
wrote while living in London: “There are two distinct classes of men in 
the Nation (England), those who pay taxes and those who receive and 
live upon taxes.... When taxation is carrled to excess it cannot fail to 
disunite those two.”* 

Revolution was necessary primarily to bring about a government that 
was “less expensive, and more productive” bringing about a reign of 
“peace, civilization, and commerce.” In short, when a government is 
just, “taxes are few.” What drove men to revolution was primarily and 
simpiy a taxing and overblown government. “The enormous expense of 
government has provoked men to think,” and ultimately to revolution.” 

When governments tax too much, they steal from their citizens by 
taking the fruits of their industry and property. Instead of providing 
protection for the people's liberty and property—which is the state's 
sole Justification for existence—the state turns out to be a real enemy 
of the people, just as villainous as a foreign invader: 


When we survey the wretched condition of man under |bad| systems of 
government, dragged from his home by one power, or driven by another, 
and impoverished by taxes more than by enemies, it becomes evident that 
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those systems are bad, and that a general revolution in the principle and 
construction of Governments is necessary.9 (emphasis added) 


Paine had specific reference to the monarchial and aristocratic sys- 
tems of Furope, which were the high-tax countries of that age. No 
doubt, however, that his same sharp criticism will apply today to our 
burcaucratized societies with the economic drag and penal laws heavy 
taxation has produced. When Paine said that taxation was tyranny, he 
was really pointing out that all taxation reguires some degree of tyr- 
anny, some degree of destruction of liberty. Heavy taxation is simply a 
great destroyer of liberty as well as property and industry, and in the 
end impoverishes the people more than foreign enemies. Paine's argu- 
ments had great popularity among the people for he was simply focus- 
ing their attention on what was easily self-evident. He saw America as 
the great land of liberty because it was a land of low taxes. 

2. The imaginary wanis of the state. 

Baron de Montesguieu in his The Spirit of Laws (1751), a book which 
greatly influenced the Framers of the Constitution, explained this 
problem: 


The revenues of the state are a portion of that each subject gives of his 
property in order to secure or to have the agrecable enjoyment of the re- 
mainder. 

To fix these revenues in a proper manner, regard should be had both to 
the necessities of the state and those of the subject. The real wants of the 
people ought never to give way to the imaginary wants of the state. 

Imaginary wants are those which flow from the passions, and from the 
weakness of the governors, from the charms of an extraordinary project, 
from the distempered desire of vain glory and from a certain impotency of 
mind incapable of withstanding the attacks of fancy. Often has it happened 
that ministers of a restless disposition, have imagined that the wants of the 
state were those of their own little and ignoble souls.” 


There were centuries of waste and follies by governments to back 
Montesguicu in his observation. If governments were on short rations, 
the amount of imaginary wants could be curtailed. The Swiss have the 
only nation today with a constitutional structure to attack the problem 
Montesguieu raised. Government spending in Switzerland and tax in- 
creases go to the people. The government can only propose; the people 
have the final say. 

The Vietnam disaster is a remarkable example of what Montesguieu 
had in mind. President Johnson was elected as a peace candidate (“the 
real wants of the people”). The voters turned down Goldwater's sup- 
posed hawkish attitude. Once in office, Johnson replaced the wants of 
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the people with his “imaginary wants of the state,” which we now real- 
ize were the product of a mentally unbalanced mind.8 It took years of 
suffering and expenditures of life and wealth for the nation to extricate 
itself from that senseless war. National self-respect was lost. 

The Vietnam War fits Montesguieu's caveat: “The charms of an ex- 
traordinary project” (American hegemony over Southeast Asla); the 
“distemper of vain glory” (what we might call Manifest Destiny over 
the Orient); and “attacks of fancy” (America's ability to succeed where 
France had failed). It is all there, except, of course, the real wants of the 
people, which were to stay out of colonial wars half way around the 
world, to have a sound currency, and not to slaughter tens of thousands 
of the nation's young men for a military adventure based upon a para- 
nold fear of communism, which, if left alone, would in time prove its 
worthlessness as a sound economic system. 

3. Governmenis should stay out of business. 

The best modern example of the folly of government bureaucratic 
business management is found in the socialist and communist states— 
even the capitalist states that have ventured into government ownership 
of businesses have been burned. Today, Russia is paying the price of 
absolute government control and planning. The washing machines don't 
work; everything the state businesses produce is grossly inferior to the 
products in private economies. Adam Smith explains the problem about 
as well as any writer since: 


Princes, however, have freguently engaged in many other mercantile proj- 
ects, and have been willing, like private persons, to mend their fortunes by 
becoming adventurers in the common branches of trade. They have scarce 
ever succeeded. The profusion with which the affairs of princes are always 
managed, renders it almost impossible that they should. The agents of the 
prince regard the wealth of their master as inexhaustible; are careless in 
what price they buy, are careless in what price they sell; are careless at 
what expense.? 


4. Liberiy carries the seeds of its own destruction. 

This 1s the most startling conclusion to come out of this period. Mon- 
tesguicu has a chapter on the “Abuse of Liberty” (Book XTII, ch. 15); 
he notes that men living in a state of liberty tend to let their guard down 
and tolerate great taxes, but once granted they discover they cannot take 
a backward step: 


To these great advantages of liberty it is owing, that liberty itself has been 
abused. Because a moderate government has been productive of admirable 
effects, this moderation has been laid aside: because great taxes have been 
raised, they wanted to raise them to excess: and ungrateful to the hand of 
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liberty of whom they received this present, they addressed themselves to 
slavery who never grants the least favour. 

Liberty produces excessive taxes; the effect of excessive taxes is 
slavery.!'9 


The logic of this is simple according to Montesguieu. Once excessive 
taxation is granted in a liberty-oriented society, the tax man must be 
“invested with extraordinary means of oppression, and then the country 
is ruined.”!! To recapitulate, men in a state of liberty foolishly grant 
their governments the right to levy heavy taxes, this in turn fosters eva- 
sion, and this in turn reguires great punitive measures. It is the conse- 
guence of these punitive measures that ruined the country. 

9. Direct taxes are the badge of slavery; indirect taxes the badge of 
liberty. 

This belief, as we noted, came from the Greeks and early Romans. 
Montesguieu expressed it this way: “Capitation |direct taxes on the in- 
dividual| is more natural to slavery; a duty on merchandise is more nat- 
ural to liberty, because if has not so direct a relation to the person (em- 
phasis added).”? 

Montesguieu's view that excessive taxation leads to slavery, and also 
that direct taxes are “more natural to slavery,” does not mean the kind 
of chattel slavery we had in the economy of the South before the Civil 
War. He is talking about an entirely different kind of slavery—tax slav- 
ery. It means a Big Brother tax bureau that enforces taxes on the indi- 
vidual with savage punishments, spying, and confiscations. 

6. Tax evasion is not a criminal act. 

This was an era when the great legal thinkers looked upon the crimi- 
nal law with a degree of respect and reverence lacking today. Govern- 
ments had no right to make “criminal” what did not conform to the 
laws of Nature, or what we might call today “common crimes.” The 
principle of jurisprudence in issue was expressed by John Locke, in his 
Second Treatise on Civil Government: 


Thus the law of Nature stands as an eternal rule to all men, legislators as 
well as others. The rules that they make for all men's actions must, as well 
as their own and other men's actlons, be conformable to the law of Na- 
ture.'? 


When the Declaration of Independence spoke about the right of the 
colonists to separate from Great Britain and set up their own govern- 
ment, they justifled this revolt by referring to Locke's philosophy, “to 
assume among the powers of the earth, the separate and egual station to 
which the Laws of Nature and Nature's God entitle them.” Their revolt 
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was, in a word, in accordance with the laws of Nature, as “all men's 
actlons must” be. 

Locke's views, while a powerful influence and basis for the United 
States, were not very popular in monarchial Europe where the divine 
right of kings predominated. Kings had the power to create crimes, and 
the laws of Nature be damned. Henry VIlI manufactured almost two 
hundred petty regulations which he enforced as felonies, with hanging. 
One was a law against begging. But Locke's philosophy rose above 
governmental power to criminalize regulations at will. Governments 
could not do so, because laws had to conform to the laws of Nature. On 
the matter of disobedience, the followers of Locke had strong views, 
condemning the criminalization of tax evasion. In 1751, Montesguicu 
set the stage for the thinkers that followed. Tax evasion is the conse- 
guence of excessive taxation which entices men to evade because of 
the “extreme lucrative benefits” high tax rates provide to the evader.'* 
(Hamilton also noted this in 7he Federalist, No. 35.) Said Montesguicu: 


Recourse must be therefore had to extravagant punishments, such as those 
inflicted for capital crimes. All proportion then of punishments ceases. 
People that cannot really be considered as bad men, are punished as vil- 
lains, which of all things in the world, is the most contrary to the spirit of 
a moderate government.!5 


Fifteen years later, Blackstone wrote his great Commentaries on the 
Laws of England, with a number of sections on the liberties of English- 
men. He emphasized that these liberties apply to everyone who sets foot 
on English soil. Even the black slave, notes Blackstone in 1766, be- 
comes ınstantly a free man. | have often wondered how the Americans 
in the South evaded that great principle of British law. On tax evasion, 
Blackstone adds weight to both Locke and Montesguicu: 


Recourse must therefore be had to extraordinary punishments to prevent 
it; perhaps even capital (felonyJ ones: which destroys all proportion of 
punishment, and puts murderers upon egual footing with such as are really 
guilty of no natural, but merely a positive offence.'9 


A “positive offense” was one manufactured by the state, not worthy 
of being called a true crime. The reference to “capital” punishment 
probabiy refers to some of Walpole's brutal laws against tax offenders. 

We don'tend with these two giants of the law. Ten years later in 1776, 
Adam Smith's great classic, The Wealıh of Nations, was published. He 
also categorized tax evasion as a synthetic or unnatural offence. To 
make this offence a “crime” was contrary to the laws of Nature. The 
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tax evader, said Smith, was often a person not capable of violating the 
criminal law, and is 


in every respect, an excellent citizen, had not the laws of his country made 
that a crime which nature never meant to be so. In those corrupted govern- 
ments where there is at least a general suspicion of much unnecessary ex- 
pense, and great misapplication of the public revenue, the laws which 
guard it are little respected.!? 


Albert Jay Nock, in his remarkable book Our Enemy the State, isa 
modem disciple of natural rights: 


The theory of freedom rests on the doctrine of natural rights, and | have 
always held with the Declaration of Independence that this doctrine is a 
sound one, that mankind is endowed by its Creator with certain inalienable 
rights, and that one of them is liberty. But the world is fast going away 
from old-fashioned people of my kind, andlam told that this doctrine is 
debatable and now guite out of style; that nowadays almost no one believes 
that mankind has any natural rights at all, but that all the rights it enjoys 
are legal and conventional, and therefore properly subject to abridgement 
or suppression by the authority that confers them.!8 


7. Liberiy's most dangerous foe: arbitrary taxation. 

“But the most pernicious of all taxes are the arbitrary. They are com- 
monly converted, by their management, into punishments on industry. 
.. . İt is surprising, therefore, to see them have place among any civi- 
lized people.”!9 

If you were astounded at the idea of the thinkers of the Enlightenment 
that men in a state of liberty were inclined to tax themselves into slav- 
ery, even more upsetting may be their belief that taxation which was 
arbitrary justifies evasion, defiance, violence, treason, armed revolt, 
and the overthrow of the government by force. Unfortunately, the term 
appears to have been self-evident to them for they didn't define it. The 
full meaning of the term arbitrary taxation is not entirely clear to us. It 
has never been the object of intensive research in our day, and until that 
happens, we will remain somewhat in the dark about its full signifi- 
cance, and why it was held up as liberty's archenemy, above all other 
foes. İt seems clear it didn't apply to just one kind of taxation or one 
type of defect a faulty tax may incur. lt was a danger that appeared to 
apply to any type of taxation, not properly enacted or administered. To 
be arbitrary, a tax would have to lack principles, but what principles? 
From the writings of the Enlightenment, three principles stand out as 
most important, and when taxation violated these principles, it would 
be arbitrary. 
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Adam Smith, whose great classic, The Wealth of Nations, focused on taxation and the four 
signs of a bad tax system. 
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The first principle is that taxation must be with consent. To them the 
right to be taxed with their consent—and only their consent—was the 
first and most basic of all human rights. All other rights were subordi- 
nate to it. 

A taxpayer wrote in the Maryland Gazette in 1748 that the right to be 
taxed only with your consent, “is the great Hinge upon which Liberty 
hangs, and whenever it is weakened or thrown down, Liberty must be 
proportionabiy weakened or fall with it.” Taxation by consent, said this 
writer, WaS 


one of the most distinguishing Marks of British Liberty, nay the very Soul 
and Essence of it, for the People, or (which is the same Thing) the Repre- 
sentatives of the People, to be possess'd of the Power of keeping their 
Purse in their own Hands, to be the sole Judges how much is necessary to 
be raised upon them and to direct the Disposal of 1t.? 


So sensitive were these people to the importance of real, bona fide 
consent, that New England assemblies would refrain from taxing towns 
that had not sent delegates to the assembly; and in 1769, when the gov- 
ernor of Georgia refused to permit representation to four new parishes, 
the legislature would not tax them.?' 

Locke emphasized the principle of consent, which we could relegate 
to the seventeenth century and the British civil war. The matter of con- 
sent was, for the British people living at home, settled with the Bill of 
Rights, as we noted in Chapter 23. But this did not settle the matter for 
the English living in the colonies in North America, as we shall soon 
discover. The concept, however, underwent considerable refinement in 
the eighteenth century, and the most astute and clear thinkers were in 
Great Britain, not in the colonies. The concept of “consent” put taxa- 
tilon outside the realm of normal law making and legislation. A govern- 
ment may make all kinds of laws and regulations for the good of a soci- 
ety, but when it came to tax, tax laws had to have the consent of the 
taxpayer; other laws did not. Lord William Pitt, who tried hard to pre- 
vent the Revolution in the colonies, explained the concept with these 
words: “taxation is no part of the governing or legislative power. The 
taxes are a voluntary gift and grant of the Commons alone.” 

He was supported by a large number of leading British statesmen, 
one none other than the Chancellor of the Excheguer, Lord Camden, 
who served from 1766 to 1770, and helped in the repeal of the Stamp 
Act. Said Camden: 


My position is this—I repeat 16—l will maintain it to my last hour,— 
taxation and representation are inseparable—this position is founded on 
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the laws of nature; it is more, it is itself an eternal law of nature, for what- 
ever 1s a man's own, is absolutely his own; no man hath a right to take it 
from him without his consent, either expressed by himself or representa- 
tive; whoever attempts to do it, attempts an injury; whoever does it, com- 
mits a robbery; he throws down and destroys the distinction between lib- 
erty and slavery. Taxation and representation are coeval with and essential 
to this constitution.? 


Another leading British political leader, Lord Shelburne, who pre- 
sided over the Board of Trade and was secretary of state for colonial 
affairs after the Stamp Act was repealed, said the principle of consent 
to taxation was the first and most basic liberty of the British people— 
the primary liberty upon which all other liberties exist and depend. “It 
is the only privilege we can depend upon,” said Shelburne, “for the 
preservation of all the privileges and immunities we have a right to.”7* 

The American Revolution arose out of a dispute as to what “consent 
to taxation” amounted to. Was it a facade? A matter of form? The Brit- 
ish government believed in consent just like the Americans, but they 
needed the revenue, and “consent” just like liberty has to yield to the 
tax man. So they created a fictional consent. Parliament “consented” 
for everyone—those at home or abroad, voters and non-voters, men and 
women, Christian or Jew. Having a bona fide representative was not at 
all necessary. But the best legal thinkers did not agree. Blackstone, in 
his Commentaries, set forth the many liberties of the English people, 
and spelled out the principle of taxation by consent, in which the tax- 
payer had “/is representative,” and that consent had been lacking at 
times in British history when taxes were “extorted without a real and 
voluntary consent.”> Edmund Burke argued that an Englishman would 
not be a good citizen, “If, with any effectual means of prevention in our 
hands, we were to submit to taxes to which we did not consent.”26 

The second principle is that taxes had to be apportioned among the 
people by a definite standard or rule. Lacking a rule of apportionment, 
taxation was ipso facto arbitrary. Hamilton explained the concept in a 
speech on July 4, 1782, in Fishkill, New York: 


Wherever a discretionary power is lodged in any set of men over the prop- 
erty of their neighbors, they will abuse it. Their passions, prejudices, par- 
talities, dislikes, will have the principal lead in measuring the abilities of 
those over whom their power extends.... The genius of liberty reprobates 
everything arbitrary or discretionary in taxation. It exacts that every man 
by a definite and general rule should know what proportion of his property 
the state demands. W hatever liberty we may boast in theory, it cannot exist 
in fact while Jarbitrary| assessments continue.? 
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A hundred years later the concept was still alive, and had been very 
much alive in the nineteenth century. Thomas Cooley, the leading con- 
stitutional law scholar of that age, explained the meaning of arbitrary 
taxation: 


Taxes are distinguished from arbitrary levies in that they are laid according 
to some rule which apportions the burden between the subjects thereof. An 
exaction which is made without regard to any rule of apportionment is 
therefore not a tax.? 


If itisnota tax, what is it? Justice Cooley, like so many in the nine- 
teenth century, was probabiy a disciple of Adam Smith, or at least a 
scholar who respected the founder of modern economics. Smith had 
said when you abandon the principle of apportionment, you enter the 
realm of extortion. 

The third principle is eguality, which is necessary to counter the incli- 
nation of everyone to push their taxes off on to someone else. Said 
David Hume: “Every man, to be sure, is desirous of pushing off from 
himself the burden of any tax, which is imposed, and of laying it upon 
others.”29 

Along with consent, the maxim of eguality was a guiding principle 
of a just tax system. The state was like a large estate of real property 
with many owners, and since the primary duty of the state is to protect 
the national wealth, just as with a large estate of land, the costs of main- 
tenance should be paid in proportion to one's ownership. You should, 
in short, pay for what you get. A man who owns five times as much of 
the estate as another, should pay five times as much. That is a principle. 
Adam Smith explained it this way: 


The expense of government to the individuals of a great nation, is like the 
expense of management to the joint tenants of a great estate, who are all 
obliged to contribute in proportion to their respective interests in the es- 
tate. In the observatlon or neglect of this maxim consists, what is called 
the eguality or ineguality of taxation.* 


In 1690 John Locke, who lived through the great British civil war, 
may have fathered this principle with these words: 


Thirdiy, the supreme power cannot take from any man any part of his 
property without his own consent. For the preservation of property being 
the end of government, and that for which men enter into society....ltis 
true governments cannot be supported without great charge, and it is fit 
everyone who enjoys his share of the protection should pay out of his es- 
tate his proportion for the maintenance of it. But still it must be with his 
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own consent.... For what property have lin that which another may by 
right take when he pleases himself ”! 


By the nineteenth century, the principle of apportionment became ax- 
iomatic, beyond the realm of argument: “For as every man is bound to 
contribute to the public revenue in proportion to the benefits he receives 
from the public protection (emphasis added).”32 Taxes developed from 
this concept are not burdens, just payment for benefits received. 

A tax, then, to these men, must be based on a principle of apportion- 
ment, anda tax which was not, was arbitrary and was simpliy confisca- 
ton under the guise of taxation. 

Apologists for our system of “progressive taxation” argue that our 
guiding principle is the “ability to pay,” rather than any apportionment 
or eguality in taxation. But ability to pay is no principle at all. It isa 
takeoff from Karl Marx's dogma of “from each according to his abil- 
ity.” Friedrich Hayek, in his The Constitution of Liberty, pointed out 
the fallacy of this thinking: 


Ünlike proportionality, progression provides no principle which tells us 
what the relative burden of different persons oughttobe.... the argument 
based on the presumed justice of progression provides no limitation, as has 
often been admitted by its supporters, before all incomes above a certain 
figure are confiscated, and those below left untaxed.33 


For example, the legislators in the 1950s thought that 9l percent was 
a fair top bracket. The wealthy were able to pay that much. In 1986, a 
new legislature thought 28 percent was an approprlate “ability to pay” 
top bracket. Progressive taxation has evolved into arbitrary taxation in 
its most pemicious form, but more on that later. 

8. Common sense economics: the supply-siders. 

Supply-side economics, with its apparentiy absurd theory that a re- 
duction of tax rates increases revenue, 1s not a new theory at all, and, 
as we shall see, goes back into antiguity. It also found favor in the En- 
lightenment. One treatise in 1788 from an unknown author put it about 
as succinctiy as possible: “We may add, that if revenue is here the only 
object, taxes that are moderate are confessediy the most productve.”3* 
The supply-siders believe that low rates encourage more earnings, sav- 
ings, and investment, thereby expanding economic activity and the total 
taxable national income or wealth. Montesguicu expressed it in simple 

terms: 


Nature is just to all mankind; she rewards them for their industry; whilst 
she renders them industrious by annexing rewards in proportion to the 
greatness of their labor. But if an arbitrary power deprives people of the 
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recompenses of nature, they fall into a disrelish of industry, and then indo- 
lence and inaction seem to be their only happiness.” 


The reader should understand that, by our standards, the term “mod- 
erate” as applied to taxation in the Enlightenment, would be very low. 
When the 10 percent income tax came at the end of the eighteenth cen- 
tury, it was considered an outrage. Today, such a rate would be like 
manna from heaven. 

The Enlightenment thinkers were not just supply-sıders, they were 
what we could call super-supply-siders. They believed that the right 
kind of moderate taxation actually benefited commerce: 


Taxes, in their own nature, if they are properly and judiciously laid on, are 
so far from causing commerce to stagnate, that they guicken and enliven 
it: And therefore may be compared to the pruning of a tree by a skilful 
hand, by which the tree is preserved in health, and lasts longer.* 


9. The marksofa bad tax system: Adam Smith's four points. 

In Adam Smith's first chapter on taxes, he sets forth a number of 
maxims about taxes—about good taxes and bad taxes. He was not so 
much interested in matters of liberty as he was interested in taxes that 
were smart, that worked weli for all concerned. Here are Smith's four 
points: 


Il. A tax was bad that reguired a large bureaucracy for administra- 
tion. 

2. A tax was bad which “may obstruct the industry of the people, 
and discouraged them from applying to certain branches of busi- 
ness which might give maintenance and employment to great mul- 
titudes. While it obliges the people to pay, it may thus diminish, 
or perhaps destroy, some of the funds which might enable them 
more easily todo s0.” 

3. A tax was bad that encouraged evasion. “The law, contrary to all 
the ordinary principles of justice, first creates the temptation, and 
then punishes those who yield to it.” Evasion is also bad, says 
Smith, because it tends to “put an end to the benefits which the 
community might have received from the employment of their 
capitals.” 

4. Ataxis bad that puts the people through “odious examinations of 
the tax-gatherers, and expose them to much unnecessary trouble, 
vexation, and oppression..... İt is in some one or other of these 
four different ways that taxes are freguentily so much more bur- 
densome to the people than they are beneficial to the sovereign.”7 
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10. Whata good tax system should be: Lord Kames' six rules. 

Our scholars in the fields of history, political science, philosophy and 
ethics, spend little time, if any, on tax issues. But in the eighteenth cen- 
tury, scholars considered taxation an essential subject in those and other 
related fields. In philosophy, for example, William Paley's The Princi- 
ples of Moral and Political Philosophy contains substantial material and 
philosophizing about tax issues.3 Lord Henry Home Kames, a remark- 
able scholar of that era, published his Sketches on the History of Man 
(1769), which contained long discussions and analyses of tax isues. His 
book greatly influenced Adam Smith who copied extensively from 
Kames. Here are Kames” “Rules to be observed in Taxing”: 


I. When the opportunity for evasion exists, taxes must be moderate. 
It is unjust for a legislature “first to tempt and then to punish” for 
yielding to temptation. 

. Taxes that are expensive to levy should be avoided. 

. Arbitrary taxes are “disgustful to all.” The amount paid is deter- 
mined by the “vague and conjectured opinion of others.” 

4. Toremedy the “ineguity of riches,” the poor should be relieved of 

any significant tax burdens. 

5. Taxes which sap the strength of a nation should be avoided. Such 
taxes “contradict the very nature of government, which is to pro- 
tect not oppress.” 

6. Taxes which reguire an oath are to be avoided. 


WE MN 


Said Kames: 


Perjury has dwindled into a venial transgression and scarcely held an im- 
putation to any man's character.... Lamentable indeed has been the con- 
duct of our legislature: instead of laws for reforming and improving mor- 
als, the imprudent multiplication of oaths (for tax enforcement| has not 
only spread corruption through every rank, but by annihilating the author- 
ity of the oath over conscience, has rendered it ineffectual.* 


Condemning the use of oaths for tax administratlon was common in 
the Enlightenment period and, as noted, goes back to Oucen Elizabeth. 
Twenty-five years before Kames, the great poet Alexander Pope said 
that while it may be permissible for government to impose “heavy and 
ruinous Taxes,” to command an oath for taxes was a “shameful and 
dishonest thing.” An oath was a sacred act. In a God-fearing society, 
when a person swore an oath he was renouncing the mercy of God and 
calling upon God for vengeance against himself if he breached the oath. 
To use such a device for collecting taxes was as corrupting as it was 
blasphemous. 
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The ideas of the Enlightenment about taxes and government lived on 
through the next century. Henry David Thoreau gave renewed vigor to 
Paine's concept of limited government, and that government is best 
which governs least, or “not at all.” When government was out of line, 
Thoreau advocated civil disobedience, and in his own life he put that 
into practice by going to jail for not paying his taxes.“! Adam Smith and 
his tax principles continued to dominate economic and tax philosophy 
and practice everywhere. David Ricardo carried on where Smith left 
off, and he in turn was followed by John Stuart Mill. The condemna- 
tton of oaths for tax administration was propounded by J. R. McCulloch, 
a leading mid-nineteenth-century economist, who preached that the de- 
cline of morals among the people was a conseguence of this evil prac- 
tice.3 Even the Supreme Court condemned the use of oaths for tax ad- 
ministration as late as 1885.“ 

As the nineteenth century came to a close, political philosophy 
shifted from the idea of limited government to paternalism in govern- 
ment. Wolves began to appear in sheep's clothing. Words that once 
stood for the noblest ideals of Western civilization took on alien mean- 
ings. The state could take away anyone's property under the guise of 
taxation and this was “social Justice,” or “revenue sharing.” Commu- 
nist dictatorships called themselves “Democratic Republics.” Even the 
term “eguality” was bastardized in tax philosophy, as we shall see. 

In the twentieth century, Western man was seduced by the philosophy 
of socialism and welfare state-ism, and with that seduction the thinking 
of the men of the Enlightenment passed away. In its more brutal forms, 
paternalism found expression in Italian Fascism, National Socialism 
(Germany), and Japan's Greater Fast Asia policy. Marxism was more a 
kind of rape than seduction, since it never came by popular consent. 
The Italian dictator Mussolini expressed the basic tenant of all paternal- 
ism, the brutal and the benign, with this comment: “We were the first 
to assert that the more complicated the forms of civilization, the more 
restrictive the freedoms of the individual must become.” 4 

Even though we pay lip service to the ideas of the Enlightenment, in 
reality we have neither moderate government nor moderate taxation (the 
two go hand in hand). If we review the many teachings of this chapter, 
we have rejected just about everything they stand for. Adam Smith's 
four aspects of a bad tax system are all functioning with full force in 
our system. If that isn't bad enough, we have even picked up the addi- 
tonal evils other wise men gave us. In short, when examining the tax 
wisdom of the Enlightenment, it is obvious, as the old navy expression 
goes, “Noone got the word,” at least, not our tax makers. 


Part VU 


The Rocky Road of Eariy 
American Taxation 


No modern revolution was deeper rooted in taxation than the revolt 
of the Thirteen Colonies in British North America. British taxation not 
only caused the revolution, but perhaps most important, it actedasa 
unifying force in the colonies. The once-disorganized and sguabbling 
colonies rallied around the cause of taxation-without-consent, took up 
arms against the British, and finally formed the United States of 
America. The American independence movement was not deep-rooted; 
it began in 1766 when colonial leaders met to protest British taxes 
under the Stamp Act. The Stamp Act Congress, as it was called, was the 
real birthplace of the United States. 

The rallying cause against taxation by the Crown was at first a con- 
fused concept in the minds of most Americans. The colonists first ar- 
gued that internal taxes, like stamp taxes, were bad, but external taxes, 
like import taxes, would be acceptable. The British Chancellor of the 
Excheguer, Charles Townshend, guite properly called this position by 
the Americans as “perfect nonsense.” This nonsensical reasoning made 
it difficult for the Crown to know what to do. In the end the Americans 
revolted when Parliament adopted the kind of taxation the colonists said 
they were willing to pay. You could justifiabiy say that the American 
Revolution occurred, not because we objected to taxes without repre- 
sentation, but because we objected to taxes, period. 

And the American attitude didn't change much after the war. What 
were the people doing in 1765? They were tarring and feathering British 
tax agents. What were they doing in 1794? They were tarring and feath- 
ering American tax agenis. 

Once the War of Independence had been won, there was little thought 
of creating a national government with taxing power. Everyone agreed 
that Congress should not be able to tax—that would defeat the very 
purpose of the revolution—but within a few years It became apparent 
that their common problems could not be solved unless Congress could 
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The British North Americans were more rebellious than their cousins in Britain, primarily 
because they had no voice in tax laws handed down by Parliament. This etching shows an 
English tax collector being beaten off by a colonial housewife. Until recentiy, tax 
collectors engaged in one of the most dangerous of occupations. Because of the risks, 
most tax collectors received a percentage of their collections as an inducement for the 
hazardous occupation. 


tax. As much as everyone disliked the idea, there was no alternative. 
The feeble government under the Articles of Confederation failed be- 
cause it could not tax; all other considerations were secondary. In 1789 
the Americans tried again with a new Congress that could tax. Without 
taxing powers the first Congress of the United States barely lasted seven 
years; the second Congress, with taxing powers, is still going strong 
after two hundred years. 

Sectionalism between the rich planters of the South and the rich in- 
dustrialists of the North highlighted the struggles within the new nation 
for seventy-five years. Finally, in 1861, after Lincoln's election, the 
Southerners walked out of Congress and formed the Confederate States 
of America with a new constitution to check the power of their new 
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government to tax. Secession by the South was in part a reaction against 
Northern high-tax policy. In 1861 the slave issue was not critical. Lin- 
coln and the Congress gave uneguivocal assurance that slavery in the 
South would be respected, yet the South would not budge from its se- 
cessionist plans. The leaders of the South believed secession would at- 
tract world trade to Charleston, Savannah, and New Orleans, replacing 
Boston, New York, and Philadelphia as the chief trading ports of 
America, primarily because of low taxes. This was the pot of gold be- 
hind secessionist dreams. 
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This English caricature shows two politicians in a “necessary house” (outhouse). One 
rips up a resolution of the Continental Congress protesting taxation by Parliament (1774), 
the other is reading Samuel Johnson's Taxation No Tyranny, which asserts that Americans 
should bear some of the costs of their defense. A tarred and feathered tax man is shown 
in the picture on the wall. 
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Tax Revolt in the Colonles 


From the fullest conviction, I disclaim every idea both of policy and the 
right internaliy to tax America. I disavow the whole system. It is com- 
menced in iniguity; it is pursued with resenimeni; and it can terminate in 
nothing but blood. 


—Marguis of Grandby, Speech in House of Commons, 5 April 1775 


It is not difficult to argue that the founding fathers of America re- 
volted over taxes that were neither unfair nor oppressive. The Ameri- 
cans were among the most blessed and fortunate people on earth; they 
had the protection of the British nation and their land was rich and 
choice. Business was good and there were jobs for everyone. Europe's 
social castes did not enchaın them and their sons were not conscripted 
to fight wars ın far away places. If revolution 1s the conseguence of op- 
pression then the American Revolution should never have occurred. 

The taxes the British tried to collect were modest; the money was to 
be spent entirely in the colonies for their benefit and protection. It was 
not going to be sent back to the mother country. Why all the ruckus and 
cry of “tyranny” ? Did the mother country have a bunch of spoiled brats 
who did not realize just how well off they were? Why shouldn't they 
pay their share of the costs of maintaining the military forces that se- 
cured their borders? The Americans were the beneficiaries of recent 
military victories that removed the threat of French imperialism and 
opened up the western frontier. Did not the Americans have a moral 
obligation to pay for some of the costs incurred in securing these bene- 
fits? 

The American Revolution had its roots in the attitudes of the first 
settlers who came to the New World in the seventeenth century. Most 
of them were embroiled in the English Civil War and carried with them 
the ıdeals of Lord Coke and the Petition of Rights. Their colonial char- 
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ters from Parliament guaranteed them “all the rights, privileges, and 
immunities of Englishmen.” This meant that they would have the right 
to trial by jury; they would be governed by the Common Law; they 
could not be arbitrarily imprisoned; and they could not be taxed without 
their consent. In theory the Crown was just as restricted in dealing with 
them as with Englishmen at home. Their attitude 1s illustrated in a letter 
written home by one British civil servant who said that if you ap- 
proached a colonist about providing funds for British armies fighting in 
America, he responded by giving a “lengthy lecture on his rights.” The 
chances are this lecture was not very logical. 

An Englishman living in the colonies had no member of Parliament 
to represent him. Under those circumstances it was not possible for him 
to “consent” to laws and taxation. His rights as an Englishman were 
ıllusory, especially when he found himself in the clutches of arrogant 
bureaucrats sent out from the mother country to interfere in his way of 
life. 

This unfortunate situation was no one's fault. Political forms and 
practices that guaranteed his rights had not been invented. Local courts 
helped somewhat; jury trials were provided and the Common Law gov- 
erned—but much was missing, especially some means by which he 
could debate and consent to taxation. Local assemblies could be over- 
ruled by the Crown. It may be that the real cause of the American Revo- 
lution was this lack of political machinery to protect the colonists” 
rights. The British Parliament was not designed to work for Englishmen 
living in faraway places. As events turned out, the American Revolution 
was a radical solution to that problem. In the years that followed, other 
colonial areas such as Canada, Australia, and even twentieth-century 
Common wealth countries, were to find more moderate solutions. The 
basic problem in eighteenth-century North America was that British co- 
lonial practices were incompatible with the “rights of Englishmen,” 
and the American Revolution was an expression of that incompatibility. 

British colonialism in the eighteenth century was based on mercantil- 
ism, an economic practice which tied colonies to their mother country. 
Colonies shipped raw materials to Britain where they were either con- 
sumed or used for manufacturing and trade. Most important, the colo- 
nies had to buy their imports from the mother country. Mercantilism 
gave British merchants a monopoly on colonial trade. Smuggling hurt 
them more than it injured the revenue, since trade regulations and high 
customs were designed to prevent foreign competition, not to collect 
taxes. Öne mercantile law, the Molasses Act of 1733, placed a high tax 
on molasses from the French West Indies. The law was never effective 
because of the ease with which cheap French molasses could be smug- 
gled into the colonies. British sugar merchants complained bitterly. 
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“The American,” they said, “derived his right of cheating the Revenue, 
and of perjuring himself, from the example of his fathers and the rights 
of nature”; and would continue to “complain and smuggle, and smug- 
g le and complain, till all Restraints are removed, and till he can both 
buy and seli, whenever, and wheresoever, he pleases. Any thing short 
of this, is stll a Grievance, a Badge of Slavery.” Actually, British mer- 
chants had no right to accuse Yankee traders of smugglinge—which was 
much more extensive along the coasts of England than in North 
America, 

During Cromwell's era, customs officers were authorized to search 
for smuggled goods in Britain by a Writ of Assistance issued by the 
Excheguer Court. To obtain this unigue writ, the customs officer would 
swear under oath before a judge that smuggled property was in a partic- 
ular place; if probable cause was shown, the writ would be signed and 
the customs officer would conduct the search with the assistance of a 
local peace officer. 

This writ came to the colonies in 1755 in a novel form which attracted 
no attention at first. But in 1761, in Boston, James Otis resigned as at- 
torney general to represent the merchants of Boston in a law suit to 
prevent the renewal of the writ (the king had died and a new authoriza- 
tlon was reguired by the courts). Otis charged nothing for his services: 
“In such a case, | despise all fees.” A young lawyer named John Adams 
(later to become president) sat in the courtroom and took notes of the 
proceeding. Otis argued for five hours and charged that the writ 


was the worst instrument of arbitrary power, the most destructive of En- 
glish Liberty and the fundamental principles of law that ever was found in 
an English law-book.... Not more than one instance can be found of it in 
all our law-books and that was in the zenith of arbitrary power, namely, 
the reign of Charles I, when the Star Chamber powers were pushed to ex- 
tremity.? 


Otis didn't object to the use of the writ for the search of a specific 
place when authorized by a court upon an oath and affidavit of the cus- 
toms officer; what he did object to was the power this peculiar writ gave 
to any officer to search without a court order. Not even Parliament could 
authorize such a monstrosity. Said Otis: “An act against the Constitu- 
tion is vold.”? The judges of the court ruled against Otis and issued the 
writ to the customs officers in Boston. But, even though Otis lost, the 
case attracted attention and thereafter judges and lawyers worked to- 
gether to İrustrate customs officers trying to obtain the writ. Contrary 
to popular belief the colonists were never oppressed with the use of the 
Writ of Assistance. It was on the books and it irritated the Americans, 
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but thanks to the guts and ingenuity of a courageous bar and bench, 
most writs gathered dust waiting to be signed in the chambers of colo- 
njal judges. 

The Writ of Assistance is important ın American history because the 
threat of its use caused the founding fathers to place the Fourth Amend- 
ment in the Bill of Rights. While that great amendment is not now used 
to restrain revenue agents, it was initlally adopted to do Just that. The 
amendment prohibits “unreasonable searches and seizures,” which 
meant, most of all, that tax agents cannot snoop without a court order 
based on an affidavit establishing probable cause. 

For more than fifty years before the American Revolution the British 
government considered taxing the colonies. Sir Robert Walpole was told 
by the retiring governor of Virginia that colonial taxation was feasible. 
Years later, in 1732, when the excise crisis developed over wine and 
tobacco, one minister suggested extending the new excise to the colo- 
nies. “No,” said Walpole, “I have old England against me, do you think 
I will have New England do likewise?” 

By mid-century the peace of Walpole's era ended. Britain was at war 
with France. The revenue demands of the war became increasingliy se- 
vere. By 1764, British armies had pushed the French out of North 
America and it was not unfair for the American to shoulder some of the 
financial burdens that benefited them. If they did, the land tax in Britain 
could be reduced to peacetime levels and some of the excises could be 
withdrawn. Furthermore, stories abounded in Britain about the profi- 
teering of American merchants from free-spending British soldiers, war 
contracts, and smuggling. To many Britons, America was a land of milk 
and honey, lace and linen, silver and silk, paid for by British taxpayers. 

Parliament responded in 1764 with the Sugar Act, which was the 
Crown's first and only successful tax law in the colonies. Yankee traders 
in New England protested vehementliy, but the rest of the colonies 
showed little interest in their plight. Smuggling was open in New En- 
gland and most colonists believed the New Englanders were probably 
getting what they deserved. Years later, after the revolution, President 
John Adams of Massachusetts fame said the Sugar Act imposed “enor- 
mous tax€s, burdensome taxes, oppressive, ruinous, intolerable taxes.”* 
But at the time, outside of New England, no one felt that way. Taxes 
under the Sugar Act covered a wide range of non-British goods. The 
rates were really guite modest. 

Protests against the Sugar Act were really directed against administra- 
tüve provisions designed to check evasion. The act was a typical sledge- 
hammer revenue measure which treated every trader as a cheat. A maze 
of regulations entangled all importers, even little coastal vessels, and 
any breach jJustified seizure of the vessel as well as the entire cargo. 
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Even the personal chests of ordinary seamen were seized if the contents 
were not listed on customs declarations. The Sugar Act trapped the in- 
nocent more than the guilty. 

Besides the presumption of guilt which the law made, tax litigation 
was moved from local courts and juries to Halifax, Nova Scotia, for trial 
before pro-government Admiralty Courts. Acguittals were common in 
trials in New England because under the Common Law, unlike today, a 
jury would acguit if the members believed the law or the punishment 
was unjust.” An acguittal paved the way for a civil action for damages 
against the Crown's tax agents and informers for false charges. Under 
the Sugar Act such civil actions were prohibited. Informers were en- 
couraged by rewards of a third of any confiscated property. 

Revenue from the Sugar Act did not bring much relief to British tax- 
payers at home. In 1765 there were serious riots in Britain. After excise 
tax collectors were mobbed, cider excises were repealed. In the search 
for new revenue, the rich and undertaxed colonies attracted the attention 
of the British government. The prime minister asked Parliament if any 
members guestioned the right of the Crown to tax the colonists. There 
were no dissenters. He then asked if the colonies would refuse “to con- 
tribute their mite to relieve us from the heavy burdens which we lie 
under?” (Approximately ten thousand British troops were stationed in 
America for its defense.) He even suggested that the colonists could use 
any form of taxation they desired—but for the present, the government 
would introduce stamp taxes. 

The Stamp Act was no mere mite to the colonist. Colonial legislatures 
held emergency sessions. There were town meetings, speeches, and 
pamphlets condemning the tax. Mob violence erupted; property was de- 
stroyed. Governors wrote home to Britain advising the government that 
the rebellion could not be curbed. Even the strongest opponents of the 
tax spent their time trying to cool the mobs and restore order. Most 
important, the Stamp Act united the colonies—something that had been 
impossible up to 1765. Massachusetts called for a congress of the colo- 
nies, and delegates appeared from almost all colonial governmenits. 

Stamp taxes were popular throughout Hurope at this time. By 1750 
they were in use in the colonies by colonial governments. The British 
Act of 1765 followed the established practice of taxing newspapers, 
legal documents, business licenses, diplomas, and a few other items. 
The funds from these taxes were to be used exclusively to pay for Brit- 
ish troops stationed in North America. To make the tax more tolerable, 
local citizens were granted the exclusive right to sell or issue the 
stamps. No arrogant bureaucrats would be sent out from the mother 
country, as had been the case with customs. Even Ben Franklin applied 
for the job of stamp salesman. 
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British soldiers roughly clearing the road for the transport of the stamps. 


The Stamp Act Congress petitioned Parliament for repeal, arguing 
that taxes were internal and thus reguired the consent of the colonists. 
Parliament could not speak for them, as it lacked a natural bond to the 
colonists. When the congress adjourned a few prominent citizens were 
sent to London to lobby for repeal. 

Benjamin Franklin was one of those sent to argue for repeal. He was 
the agent for New Jersey, Georgia, and above all, Massachusetts—the 
seedbed of the rebels. He was invited to speak to the House of Com- 
mons. 

Here are some of the guestions put to him by the Commons, with his 
answers: 


Çuestion: “What was the temper of America towards Great Britain be- 
fore the year 17637?” 

Answer: “The best in the world. They submitted willingiy to the govern- 
ment of the Crown and paid, in their courts, obedience to acts of 
Parliament....” 

Çuestion: “And what is their temper now?” 

Answer: “O, very much altered.” 

Çuestion: “Did you ever hear the authority of Parliament to make laws 
for America guestioned till lately?” 
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Answer: “The authority of Parliament was allowed to be valid in all 
laws, except such as should lay internal taxes. lt was never disputed in 
laying duties to regulate commerce.”© 


At the time of this testimony (January 1766) Franklin spoke with the 
moderates. When he spoke of internal taxes he was talking about the 
Stamp Act. He certainly made it clear that customs (external taxes) were 
not objectionable. 

The Stamp Act was repealed and there was jJubilation throughout the 
colonies. British merchants in England opposed the Stamp Act as much 
as the colonists. Repeal meant victory for everyone but the Excheguer 
and the cabinet. 

There was an addendum to the repeal act that was to irritate the colo- 
nists in the years to come. In effect, the addendum said Parliament had 
the power to tax if it wanted to. Parliament wanted to make it clear they 
were not abdicating their power over the colonies in any way, especially 
the power to tax. At the time, Franklin said this provision would not 
have any adverse conseguences as long as Parliament did not try to as- 
sert it. Years later, on the eve of the revolution, Franklin felt otherwise, 
saying with bitter derision: 


But remember to make your arbitrary tax more grievous to your provinces, 
by public declarations importing that your power of taxing them without 
their consent has no limits; so that when you take from them without their 
consent one Sshilling in a pound, you have a clear right to the other 19.” 


When the furor over the Stamp Act subsided, Parliament followed 
Franklin's suggestion and adopted a number of new customs duties on 
goods imported from Britain. If the Americans foolishiy believed there 
was a difference between external and internal taxatlon, the Crown was 
willing to give the Americans the kind of taxation they asked for, how- 
ever absurd and ridiculous their thinking might be. These new duties, 
said a member of the British Cabinet, were “perfectly consistent with 
Doctor Franklin's own arguments, while he was soliciting the repeal of 
the Stamp Act.” 

These new customs, called the Townshend duties, ran into some op- 
position in the Commons (the vote was 180 to 98). Edmund Burke, an 
extraordinary thinker in his day, argued that the Townshend duties did 
not differ from the Stamp Act and he predicted that the Americans 
would see the folly of their own thinking. The Crown would not receive 
a shilling from the Americans, regardless of whether the taxes were in- 
ternal or external. Burke knew the Americans better than they knew 
themselves, and certainly better than Franklin knew his own people. 
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Under the Townshend Act, customs were charged on a few items 
from Britaan—paper, dyes, glass, and tea. There was a guartering provi- 
sion reguiring the colonists to support British troops in America, which 
would indirectiy accomplish what the Stamp Act had failed to do. 

Rebellion to this act came from the colonial merchants, who boy- 
cotted British goods. In Britain business slumped, many shipping firms 
went broke, and there was unemployment. The Crown had no alterna- 
tive but to repeal the duties, except for a small tax on tea, reduced from 
12 pence to 3 pence fora pound of tea. 

The OÇuartering Act, which was a disguised tax, was tolerated except 
in New York, which had the largest number of British soldiers. The act 
was decidediy unfair and placed an undue burden on New Yorkers, who 
refused to provide for the full needs of the troops. An enraged Parlia- 
ment suspended the New York legislature and annulled its future acts. 
A hawkish mood developed. Dr. Samuel Johnson, a leading scholar of 
letters, said: “They are a race of convicts and ought to be thankful for 
anything we allow them short of a hanging.” 

The worst aspect of the Townshend Act was the establishment of a 
new Board of Commissioners of Customs. Writs of Assistance were 
given to the board and the arrogance of three leading agents in Boston 
played no small part in the eventual revolution. Said a prominent Amer- 
ican historlan: 


Had it not been for the unfortunate personalities of Robinson, Paxton, and 
Hulton there might have been no revolution. From 1768 to 1772 almost 
open warfare existed between the agents of the commissioners and (the 
colonists).? 


Canada may have stayed out of the conflict because of its superb gov- 
ernor who refused to tolerate any corruption and misconduct by cus- 
toms agents in that region. As things finally turned out, the revolution 
was probabiy more the conseguence of the oppressive administration of 
taxes than the taxes themselves, despite all the talk about taxation and 
consent. 

The best record we have of the tyranny of British tax agents isina 
small article written by Benjamin Franklin in 1773, which has no re- 
semblance to his remarks to Parliament in 1766. His later article was 
called, “Rules by which a Great Empire may be Reduced to a Small 
One.” He did not name Great Britain specificalIy, but he listed 20 griev- 
ances the colonies had against the British. This document is probably 
the best summary of the sins of the mother country toward her colonies. 
It deals with human, rather than legal issues, and it was written at a time 
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when Franklin still had considerable rank and prestige among the Brit- 
ish. Regarding British revenue agents, he said: 


XI. To make your taxes more odious, and more likely to procure resis- 
tance, send from the capital a board of officers to superintend the collec- 
tlon, composed of the most indiscreet, ill-bred, and insolent you can find. 
. . . İf any revenue officers are suspected of the least tenderness for the 
people, discard them. If others are justly complained of, protect and reward 
them. If any of the under officers behave so as to provoke the people to 
drub them, promote those to better office. 


Franklin said about the navy: 


V. Convert the brave, honest officers of your navy into pimping tide-wait- 
ers and colony officers of the customs.... Let them learn to be corrupted 
by great and real smugglers; (to show their diligence) scour with armed 
boats every bay, harbour, river, creek, cove, and nook throughout the coast 
of your colonies; stop and detain every coaster, every wood-boat, every 
fisherman, tumble their cargoes and even ballast inside out and upside 
down; and if a penny worth of pins is found un-entered, let the whole be 
seized and confiscated.!* 


Franklin's complaints about the British navy were true. British naval 
personnel received a handsome share of the cargo and proceeds from 
the sale of confiscated ships they seized. British warships along the 
American coasts were in effect given a license for piracy. Improper doc- 
umentation was all that was needed to permit seizure; smuggling was 
not reguired. 

The Townshend duties helped the colonists clarıfy their thinking 
about taxation and consent. The Americans were not to leave the door 
open again. Distinctions between external and internal taxes were aban- 
doned. Any tax reguired consent. American thought began moving 
toward a political arrangement that gave limited sovereignty to Parlia- 
ment. Unfortunately, war broke out and this novel political idea did not 
take root. To the very end, Parliament demanded the right of absolute 
power over the colonies. It is doubtful if they ever would have surrend- 
ered their supreme authority. Into modern times the British Parliament 
held supreme constitutional power over the Canadian people, though it 
did not dare to interfere with their wishes for many years. Not until 
1981 did Canadian politicians agree on the terms for the repatriation 
of Canada's Constitution, enacted by Parliament as the British North 
America Act in 1867. 

Many British leaders agreed with the colonies. The former prime 
minister, Pitt the Elder, opposed taxing the colonies. But the best think- 
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ing came İrom Edmund Burke, who opposed military action when war 
clouds started to appear, saying: “People must be governed in a manner 
agrecable to their temper and dispositions.”!! 

Ihe Americans finally realized that any taxation without their consent 
was against their disposition. Perhaps if they had taken that view in 
1766 when they opposed the Stamp Act, an acceptable solution may 
have been discovered, short of war. Unfortunately, the issue was re- 
solved by following the example of the sixteenth-century Dutch—war 
against a mother country that insisted on taxing them in a manner they 
did not like. 

The Boston Tea Party was a turning point in colonial reaction to Brit- 
ish rule. By 1773 the tax issue was becoming obscure. Both parties were 
moving toward war. 

Recently American postage stamps have depicted the Boston Tea 
Party as a glorious act of defying British colonialism. Most people be- 
lieve it was a protest against British taxes on tea, but this is not true. 
American tea merchants had been boycotting British tea for five years. 
Smuggled Dutch tea was used throughout the colonies. In response, the 
British government decided to remove the duties on Fast Indies tea 
when it arrived in Britain so it could be sold in America at a price 
cheaper than smuggled Dutch tea. In addition, a monopoly on this 


and their contents dumped into the sea. Franklin believed the owners of the tea deserved 
compensation for this wanton destruction of private property. 
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cheap tea was given to loyal British merchants in the colonies. Ameri- 
can tea smugglers would be put out of business. The Crown's plan was 
based on the assumption that American consumers would not boycott 
low-priced English tea, but would purchase it rather than the higher- 
priced, smuggled Dutch product. 

The implication of this to American merchants was frightening. If a 
monopoly could be granted for tea, it could be granted for other prod- 
ucts as well, Economic sanctions of this kind could destroy American 
merchants. İn protest, Bostonian merchants disguised themselves as In- 
dians, boarded merchant ships loaded with tea, and threw the tea into 
the harbor. This was a wanton destruction of private property in an age 
when private property was held in great esteem. The first obligation of 
any government is to protect the lives and property of its citizens. 

The Boston Tea Party is a sobering event that raises difficult legal and 
moral issues. It is anything but the cause cel&bre American historians 
have made of it. This wanton destruction of property was not well re- 
ceived in the colonies. Massachusetts was a known seedbed of hotheads 
and warmongers. Franklin was shocked and acknowledged that full res- 
titution should be paid at once to the owners of the tea. Most Americans 
believed this way, but unfortunately the majority of Americans were to 
feel the heel of the British boot. A number of “Intolerable Acts” were 
adopted by the Crown and started the Revolutionary War. British war- 
ships and troops literally invaded the colonies. Oppressive revenue 
agents, no matter how bad, were to look kindiy compared to fleets of 
warships and battalions of redcoats in battle array. Cannon, muskets, 
and bayonets replaced Writs of Assistance, seizures, and tax levies. 

The Americans won the war after six years because the British found 
the logistics of supporting troops three thousand miles away in a hostile 
country too burdensome. The American army was ill-fed and seldom 
paid. This ragged bunch returned home to bankrupt farms and state gov- 
ernments. The burdens of taxation under the British were a pittance 
compared to the financial obligations they now faced. The war had to 
be paid for and taxes, even with representatlon, were going to be enor- 
MOUS. 

Loyalists suffered most. Their property was seized, and tarring and 
feathering was common. A long stream of refugees moved north to 
Canada. Benjamin Franklin made a personal visit to Canada to persuade 
loyalists to join the United States, but the scars of war were deep and 
would not heal. Franklin had spent the war in Furope. If he had been 
home and witnessed the suffering of the loyalists he would have known 
that the last thing these people wanted was further association with the 
Americans. There was bitterness on both sides, but no atrocities. The 
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loyalists, for all their suffering, were fortunate. In other times and 
places they would have been slaughtered. 

The Americans conducted the war through the Continental Congress, 
which had become a joke by the end of the war, especially in the press. 
It could not even pay the back-pay of combat veterans or interest on the 
war debi, yet it went forward and adopted a number of costly programs 
to rebuild the nation. Naturally, nothing was accomplished without 
money, but money reguired taxes, which was one of the powers the 
Congress did not have. 

The British learned from the war. In 1778, two years after the Revolu- 
tton began, Parliament enacted a law, approved by King George III, 
which declared “that the King and Parliament of Great Britain will not 
ımpose any duty, tax, or assessment for the purpose of raising a revenu€ 
in any of the colonies, provinces or plantations.” This wise enactment, 
unfortunately, came too late. In the next 150 years Parliament continued 
to assert absolute sovereignty over its colonies, but when taxation was 
to be levied, local assemblies, in one form or another, had to give their 
consent.!? Even in Canada, where colonial governments were weak and 
dominated by British governors and civil servants, taxation was submit- 
ted to assemblies. The Americans won the war not only for themselves 
but for the whole British Empire until its final demise after World War 
TI. 
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A loyalist newspaper depicts fiendish Sons of Liberty tarring and feathering a British tax 
agent while tea is being dumped into the harbor. Twenty years later the Sons of Liberty 
re-emerged and were tarring and feathering American tax agents. Asit turned out, they 
were not just against taxation without representatton—they were against taxation, period. 
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The Tax Sirugele for “a More Perfect 
Union” 


In June 1776, one month before the signing of the Declaration of In- 
dependence, the Continental Congress appointed a committee to draft 
Articles of Confederation for the colonies. The first draft permitted the 
federal government to do just about anything but levy “any Taxes or 
Duties.” This broad endowment of political power without taxing 
power was understandable because the revolution was against taxation 
by an external political agency above and beyond the states. All taxation 
must be at the state level. This thinking followed the practice of the 
United Provinces of the Netherlands, which produced the first modern 
republic with an Estates-General (congress) that could not tax. 

The final draft of Articles was ratified by the states in 1781. The na- 
tonal government, called the “Ünited States in Congress assembled,” 
was limited. Many of its powers reguired a three-fourths vote, espe- 
cially on matters of finance and war. As expected, the Congress could 
not tax—everyone agreed to tha€—but when money was needed, a reg- 
uisitlon was made upon the states based on the value of privately owned 
real property. Reguisitions based on population or personal property 
were ruled out because of difficulties with slaves. Slaves were “prop- 
erty” to Southerners, but “population” to Northerners. Revenue based 
on real estate avoided that difficult issue. 

The Confederation gave America a number of things: First, its name, 
the United States of America; second, its currency, the Spanish dollar; 
but most important, its experience in self-government at the federal 
level. 

The reguisition system of finance was copied from the Dutch Repub- 
lic along with a number of federal-state relations, but what worked in 
the Netherlands would not work in North America. Most of the new 
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states were in desperate financial shape and simply did not have the 
money reguired of them by the Congress. Without money, the Congress 
became the laughing stock of the new nation. 

Within two years the Congress was debating the tax issue all over 
again. Every known method of taxation was discussed: poll taxes, ex- 
cise taxes, hearth taxes, salt monopolies, and import duties. Import du- 
tes had long been a favorite revenue device of British people, in the 
colonies as well as at home, and as much as everyone disliked the idea, 
resort to import taxation by the federal government appeared impera- 
tive. But there were opponents, especially the fire-eaters from Massa- 
chusetts represented by Sam Adams, who led the revolt against British 
customs in the War for Independence. He argued that if the Congress 
had the power to levy a tax on imports, every seaport, from Maine to 
Georgia, would be filled with an army of overpaid excisemen, tide- wait- 
ers, and cellar rats. And what would happen to the funds raised from 
the sweat of the people? Would Congress guard it with utmost vigi- 
lance? Would they dole it out with a frugal hand? No. They would 
sguander it with a reckless profusion, he said. With heated emotional 
appeals of this temper by some of the leading American patrlots, itisno 
surprise that the Confederation could not agree to tax. An amendment to 
the Articles would reguire unanimous consent; a Massachusetts veto 
was a certainty. For the next four years the Congress accomplished ab- 
solutely nothing. Robert Morris, the chief financial officer of the Con- 
gress, summed up the situation in these words: “The Congress had the 
privilege of asking for everything,” but the states were given “the pre- 
rogative of granting nothing.” What money the states would grant and 
when they would do so was “known only to Him who knoweth all 
things.” 

Eventually the Congress called for a convention in Philadelphia to 
revise the Articles. Initially only a few states appointed delegates and It 
looked as if the convention would fold from inadeguate attendance, but 
fortunately for the struggling nation a rebellion erupted in Massachu- 
setts, the hotbed of resistance to national taxing power. This so-called 
Shays” Rebellion was not much more than a riot, but it frightened the 
people of Massachusetts and emphasized to the rest of the country the 
need for a stronger national government. 

Shays” Rebellion was the first of three tax revolts to plague the new 
natlon in the first fifteen years of its existence. The rebels were have- 
nots, overburdened with taxes and debts from the war. They demanded 
a state constitutional amendment (like Proposition 13 in California in 
1978) to curb the spending and taxing powers of Massachusetts. Old 
war veterans formed a number of regiments and there was talk of rebel- 
lion. When one of these regiments tried to seize a federal arsenal, two 
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volleys of cannon were fired, the rebels dispersed, and the rebellion was 
over. Newspapers exaggerated the story and this acted as a spur to the 
states to form a stronger national government. One newspaper said the 
city of Genoa could defeat the military forces of the United States. In 
haste, delegates were sent to Philadelphia. Like the Stamp Act of 1765, 
Shays” Rebellion brought the sguabbling states together again, this time 
to form “a more perfect Union.” 

The delegates in Philadelphia in 1787 guickly abandoned the idea of 
revising the Articles. Life under the Confederation had been intolerable. 
With no money the government could do nothing but talk. By 1787 
there were no voices clamoring for a continuation of the tax anemia of 
the Confederation; everyone now agreed the federal government must 
be able to tax, but what limitations should there be on that power? The 
Congress must not be a Parliament; there must be definite limitations 
and controls on its taxing power. Everyone agreed to that as well. 

Constitutional restrictions on taxing power were not new. Taxation by 
consent through tax representatives was common throughout Europe, 
but in addition, many European peoples enjoyed protection from certain 
kinds of taxation as well, Many medieval charters provided that tailles 
and poli taxes could not be collected. The Framers of the Constitution 
decided to define and control the taxing powers of the Congress. Con- 
trols were needed besides the “consent” of the taxpayers through their 
representatives. İt would be easy for one class of citizen to gain control 
of the tax-making machinery and adopt taxes that oppressed some mi- 
nority group. Whatever taxes were adopted, they should fall egually 
upon the majority and the minority. In other words, if farmers should 
control tax-making, they must not be able to burden urban people with 
taxes that they themselves did not actually bear. The need for standards 
to assure fairness was too obvious to need much discussion. The men 
at the Constitutional Convention were not blind to the evils inherent in 
democratic tax-making without constitutional standards to prevent in- 
Justices. 

In 1787 no citizen could vote who was not a taxpayer; conseguentiy, 
the delegates decided to have a legislative body of taxpayers” represen- 
tatives where all taxation would originate. The reguirement that all vot- 
ers be taxpayers was not in the new constitution; it was a matter Of cus- 
tom not only in the colonies but in Europe as well. The primary 
economic function of a legislature is to tax and raise money for the ex- 
ecutive branch of government to spend. It follows that no one should 
have a voice in how the government's money is spent who is not a con- 
tributor. Conversely, if a taxpayer is not a voter, the process of “con- 
sent” is undermined. Voters, therefore, must be taxpayers. 

The very first power granted to the new Congress was “to lay and 
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collect Taxes” which are “uniform throughout the United States.” The 
most significant word is “uniform.” It evolved in the convention from 
the word “common to all,” which was proposed on July 23, 1787. Later 
in the draft approved on September 12, 1787, the words were “uniform 
and egual.” This draft went to the Committee on Style which, for some 
reason, dropped the clause completely. Madison penciled in the clause 
as it now reads, omitting the word “egual.”? Were either of these omis- 
sions intentional? Is that significant? Probably not. Constitutional law 
in the early days of the American republic considered the terms “uni- 
form and egual” to be redundant verbage. Thomas Cooley, the leading 
authority on constitutional law in the nineteenth century, explains the 
principle in 1868 in his treatise on Constitutional Limitations: 


State constitutions have been very specific, but in providing for eguality 
and uniformity they have done little more than to state in concise language 
a principle of constitutional law which is inherent in the power to tax.3 


Since “uniform” was to be the standard for all taxation throughout 
the United States, to understand what they meant, the writings of this 
period clarify what really doesn't need clarification. The word “'uni- 
form” is basic English with a common meaning. When the Constitution 
was up for ratification in the states, the strongest proponents—the feder- 
alists as they were called—all proclaimed that taxing powers were lim- 
ited and restrained. No one then wanted Congress to be able to tax at 
will, Noah Webster, one of the strongest federalists, wrote a pamphlet 
on October 10, 1787 (shortly after the Convention), addressed “To his 
Excellency, Benjamin Franklin, President of the Commonwealth of 
Pennsylvania,” in which he emphasized, “But the idea that congress 
can levy taxes at pleasure is false, and the suggestion wholly unsup- 
ported.” 

In the debates before the New York legislature for ratification, Alex- 
ander Hamilton (also a strong federalist) said: “It is infinitely more eli- 
gible to lay a tax originally which will have uniform effects throughout 
the Union, which will operate egually and silentiy.”5 Again we see the 
word eguality applied to uniformity. 

A remarkable book published in 1832 by Benjamin Oliver, aman in 
love with his country and anxious to tell the world about its virtues, had 
this to say about Congress's power to tax: 


This right (property) is not infringed by egual taxes for public purposes, 
imposed by adeguate legitimate authority. A misapplication or misappro- 
priation of funds in the public treasury, however, must be considered asa 
violation of this right (property|.... As it would be unconstitutional, 
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therefore, to lay an unegual tax, as well as an act of oppression upon those 
who were compelled to pay the larger proportion of it.“ 


In 7he Federalist, No. 36, Hamilton concluded a series of seven es- 
says discussing taxing powers and the controls to prevent “partiality 
and oppression.” The possible abuse of the power of taxation had been 
adeguately guarded against, with the final protection that taxes “shall 
be UNIFORM throughout the United States.” Hamilton capitalized the 
word UNIFORM, which is the same as the modern style of italicizing, 
i.e. emphasizing to impiy the full and the most basic meaning of the 
term. And what did the word “uniform” mean? 

The nineteenth-century Oxford English Dictionary is a multi-volume 
work that took decades to complete. It traces the meaning and usages 
of words back to the late Middle Ages. It defined uniform as: “that is 
or remains the same in different places, at different times, or under 
varying circumstances; exhibiting no difference, diversity, or variation 
(emphasis added).” 

In the mid-nineteenth century the Supreme Court seemed to have no 
trouble with the meaning when they reviewed a tax on distilleries: 


The law is not in our judgment subject to any constitutional objection. The 
tax imposed upon the distiller is in the nature of an excise, and the only 
limitation upon the power of Congress in the imposition of taxes of this 
character 1s that they shall be “uniform” throughout the United States. The 
tax here is uniform in its operation; that is it is assessed egualiy upon ali 
manufacturers of spirits, wherever they are. The law does not establish one 
rule for one distiller and a different rule for another, but the same rule for 
all alike.” 


This view was also found in the state courts, which had constitutions 
that reguired uniformity. But as we noted, even without a constitutional 
command, uniform and egual were essential reguirements for any “tax” 
in a democratic society, even if not expressed. An early Ohio Supreme 
Court ruled that one rule cannot apply to one owner, and a different rule 
to another owner. One could not be assessed 10 percent, another 5 per- 
cent, another 3, and another left altogether unassessed.8 

Professor Cooley's monumental work on Constitutional Law, sum- 
marized the rule as having both social and geographical application: 
The rule of uniformity was designed to provide eguality of burdens by 
preventing the legislature from taxing some region or class of citizens 
different from or in excess of some other region or class of citizens.? In 
effect, no “İoopholes” in taxation. 

As we shali see, the rule of uniformity passed away in the twentieth 
century. You could tax one person's income at 90 percent, another at 70 
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percent, another at 20 percent, and another left altogether unassessed. 
The Supreme Court re-interpreted the rule of uniformity to only be a 
“uniformity clause,” which might as well have been deleted from the 
Constitution.'9 Noah Webster was wrong, Congress can tax at its plea- 
sure. 

In Britain, in 1871, the guestion of uniformity came up in the House 
of Commons, not as a constitutional guestion, but as a matter of policy 
and graduated income tax rates. The Chancellor of the Excheguer op- 
posed graduated income tax rates with these words, “If an Income Tax 
must be maintained, it must be a uniform tax. That is, the same tax rates 
for alli— what uniform means. ”!! 

After demanding uniformity for all taxes, the Framers wanted to fur- 
ther restrict Congress's taxing powers with respect to direct taxation. 
Such taxes, said Madison, would only be adopted in an extraordinary 
emergency, like Cicero said almost two thousand years before. They 
would have to be apportioned among the states by population. In 7he 
Federalist, No. 10, Madison gave this astute explanation: 


Yet there is, perhaps, no legislative act in which greater opportunity and 
temptation are given to a predominant party to trample on the rules of jus- 
üce. Every shilling with which they overburden the inferior number is a 
shilling saved to their own pockets. 


Madison went at length to emphasize the point that in a democratic 
society tax laws favor those in control of the government and overbur- 
den those on the outside. This was all too common in Europe at that 
time and over the past hundreds of years. Protestants taxed Catholics 
and Jews at double rates and even guadruple rates. Governments domi- 
nated by aristocratic classes, as in France, usually taxed themselves at 
low or even no rates. Direct taxes were, as always, looked upon with 
disfavor. 

In the debates, Rufus King of Massachusetts asked, “What was the 
precise meaning of direct taxatlon?” Madison comments in his notes, 
“No one answered.” This was not a dumb guestion. These classifica- 
tlons were historical, not legal, and precise meanings were unknown. In 
1798 the guestion came before the Supreme Court on the legality of a 
carriage tax. The Court concluded that direct taxes were poli and land 
taxes. A hundred years later the guestion was raised in the famous in- 
come tax case of 1894, and as we shall see the court struggled for over 
a year and reached a very confusing definition. 

The distinction between direct and indirect taxation was picked up by 
the Canadlians in their constitutlon, the British North America Act, 
which restricts the taxing powers of Canada's provinces. In the late 
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1970s, a special oil tax in Saskatchewan was declared illegal because 
the tax offended the Canadian constitution's classıfications and restric- 
tons. Incidentally, the Canadian and British define “direct taxes” guite 
differentiy than do the American courts.!? İncome taxes are direct taxes 
and are freguentliy referred to as such. Most American legal authorities 
consider them to be excises on the receipt of income and hence indirect. 

The primary control over runaway taxation was to be in the restric- 
tons on the Congress's spending power. There is no guestion but that 
bad taxes are the product of too much spending. Control spending and 
taxes will automatically be controlled. The recent Balanced Budget 
Amendment to the Constitution 1s designed to do what the Framers tried 
to do with Article I, Section 8: Congress had the power to levy taxes 
“to pay the Debts and provide for the common Defence and general 
Welfare of the United States.” The key words are Debts, Defence, and 
general Welfare. Once again, in the debates for ratification and in 7he 
Federalist, these terms were held up to be the final cap or restriction on 
the federal government. Expenditures outside of those terms would be 
illegal and unconstitutional. Thus by controlling expenditures you con- 
trol taxes and prevent the federal government from becoming an all- 
powerful national government. Of course, that's all history. Like the 
rule of uniformity, the expenditure restrictions have no meaning what- 
soever. But let us take a moment to see what the Framers had in mind. 

Did the term “common Defence” mean that military expenditures 
could only be made for defense? That is, no funds for aggressive wars? 
That is exactly what the Framers were talking about. In The Federalist, 
No. 34, Hamilton said they were embarking ona “novel... experiment 
in politics, of tying up the hands of government from offensive war, 
founded on reasons of state; yet certainly we ought not to disable it 
trom guarding the community against the ambition or enmity of other 
nations.” 

The reason for limiting Congress's power to spend for the military 
was because of the high costs and taxes that are reguired. As Hamilton 
said, the costs of nonmilitary expenses of government “are insignificant 
in comparison with those which relate to national defence.” 

As we noted, the concept of limiting tax moneys for defense found 
strong support in England and the Spanish provinces. It also came to 
the New World and found expression in the early American constitu- 
ttons. In The Laws and Liberties of Massachusetts (1648), conscription 
for military service (which is a tax in the form of labor) was limited to 
defensive wars, within the Commonwealth. 

Looking back over the past two hundred years of American history it 
is obvious there were a number of wars that were not defensive, but 
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were in Hamilton's category of “offensive war, founded on reasons of 
state.” 

The “general Welfare” clause was also held up to be a restriction on 
government spending. It did not mean anything in general, guite to the 
contrary. İt meant benefiting the whole nation. General meant no expen- 
ditures for some “special Welfare.” You couldn't build a project to just 
benefit New Yorkers; the project must benefit the nation as a whole. 
That's history too. “Pork barrelling” is simpiy a political science term 
for expenditures that are for a politician who was able to lobby a “spe- 
cial Welfare” spending bill through Congress. Enforce the “general 
Welfare” provision of the Constitution and most corruption by misap- 
propriating taxpayers” money would disappear. 

The Framers of the Constitution were all realists about government, 
with no illusions about the dangers of political power, even in the best 
of hands with the wisest of men. Government had to be kept under con- 
trol, and in keeping with the spirit of the Enlightenment, government 
must be limited and this could only be accomplished by tough controls 
on taxing and spending powers. They all believed that the Constitution 
they had produced would do just that; and in the beginning—it did. 
Nevertheless, when they finally finished their work and the time came 
to sign the document, there was no euphoria over their work product. 
The philosophic Dr. Franklin signed the instrument “with tears, and 
apologized for doing it at all, from the doubts and apprehensions he 
felt.” He then observed and predicted, “that its complexion was doubt- 
ful; that ıt might last for ages, involve one-guarter of the globe, and 
probabiy terminate in despotism.”!3 The fear of despotism appears 
again and again in speeches and writings, even among strong supporters 
like Franklin. This negative view subsided with the Bill of Rights and 
with the strong arguments put forth at the ratification debates pointing 
out that taxing and spending powers were greatly restricted. So long as 
these controls were in place said the supporters, despotism would be 
curtailed. But, we may ask, if the controls fail, will Franklin?'s prophecy 
come to pass? 


The Whiskey Boys 


Wherever the ends of government are perverted, and public liberty man- 
ifestly endangered, and all other means of redress are ineffectual, the doc- 
trine of nonresistance against arbitrary power, and oppression, is absurd, 
slavish, and destructive of the good and happiness of mankind."* 
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Alexander Hamilton became Washington's secretary of the treasury. 
His appointment has been called “the right man, at the right time, in the 
right place,” but it's doubtful that farmers on the western frontier in 
1794 agreed. Hamilton, following Adam Smith's Wealth of Nations, 
persuaded Congress to adopt an excise tax on whiskey to supplement 
revenues İrom customs, which were inadeguate to pay the war debts 
of the states. The whiskey tax was, in Hamilton's words, a luxury tax. 
Furthermore, the nation drank too much of it, so the tax would be a 
health measure as well. Also, there had been taxes on whiskey before 
the war, and those experiences had not been bad. Congress eventualiy 
followed Hamilton's reguest and placed a tax on whiskey, some luxury 
items, auction sales, and negotiable instruments. 

The tax on whiskey was an excise. Rumors soon spread that the gov- 
ernment was about to tax food and clothing and introduce the hated Eu- 
ropcan excise in America. The excise may have ranked first among 
grievances that drove immigrants to America. An eighteenth-century 
English dictionary defines an excise as: “a hateful tax levied upon com- 
modities, and adjudged not by common judges of property, but by 
wretches hired by those to whom the excise is paid.”'5 This fascinating 
definition, obviously prejudiced against the excise, expresses English 
sentiments about the tax. To many in America, Hamilton's excise was a 
betrayal of the revolution. 

The whiskey excise ran into trouble immediately. On the western 
frontier, whiskey was not a luxury item, but rather the basic medium of 
exchange. Money was almost nonexistent. Farmers would grow rye, 
distill it into whiskey, and transport the whiskey across the mountains 
to Philadelphia where it could be sold or used as barter for trade. Grain 
was too bulky to be transported, so the tax hit the western farmer hard. 
The 25-percent excise in hard cash was outrageous; it was in reality a 
tax on money. By 1794 the entire region was in open revolt. Excisemen 
were tarred and feathered, their houses were burned, and it was fortu- 
nate they were not Iynched. Even those who were willing to pay the tax 
could not do so. As one moderate of the Whiskey Rebellion expressed 
it “A breath in favor of the tax was sufficient to ruin any man.” !9 

The forerunner of the Internal Revenue Service was created to en- 
force the tax. The country was divided into fourteen districts with as 
many district directors. Each director received 1 percent of the taxes 
collected in his district; each agent received 4 percent of the taxes he 
collected. This left 95 percent for the Treasury. The commission system 
turned the excise into a type of tax-farming—it pitted the revenue agent 
against the taxpayer. The more tax collected, the more personal profit 
for the tax man. 

In 1792, when the tax was adopted, the frontlier region protested 
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peacefuliy. There were speeches, meetings, and petitions. At a meeting 
in Pittsburgh, Albert Gallatin, who became a famous senator and Secre- 
tary of the Treasury under Jefferson, said that the tax was unjust and 
outrageous. Excises were the scourge of the earth. Said Gallatin: “All 
taxes upon the articles of consumption, because of the power that must 
necessarily be vested in the officers who collect them, will in the end 
destroy the liberty of any people that permits them to be introduced.”'7 

Gallatin's reasoning was supported by the long-standing hatred of ex- 
cises by British subjects, plus three hundred years of European experi- 
ence. When the government did not take any steps to repeal the tax, 
reasoned arguments soon turned into demands for secession. Liberty 
polis were erected as they had been in Boston to protest the Stamp Act. 
Revenue agents were called “outlaws” and an oath was administered 
among the rebels, who called themselves the Whiskey Boys, to give no 
comfort or aid to excisemen. Sheriffs who accompanied excise collec- 
tors were seized, stripped naked, shaved bald, and covered with tar and 
feathers. The whiskey stills of farmers who paid their excises were shot 
full of holes by a kind of Robin Hood who called himself “Tommy 
Tinker.” !8 

The hostility of the Whiskey Boys 1s illustrated in the story of a local 
village idiot who playfully pretended to be gathering information for 
the excisemen. Rational men would have ignored this unfortunate soul, 
but angry taxpayers are not rational. The idiot was snatched from his 
bed, taken to a blacksmith shop, stripped naked, seared with a hot iron, 
and tarred and feathered. 

When civil order collapsed by 1794, a judge of the Supreme Court 
certified the existence of a state of insurrection ın Western Pennsylva- 
nia. Hamilton persuaded Congress to authorize President Washington to 
call out the militia from four adjacent states to make a show of force. 
Washington led these troops. This was the first and only time a U.S. 
president has assumed his position as commander-in-chief and led 
troops in the field, in full dress uniform. Fortunately, military confron- 
tatlon was averted; the rebels surrendered and accepted an agreement of 
amnesty offered by the federal government. No rebel ever went to Jaıl. 

The final outcome of the rebellion favored the rebels. Jefferson re- 
pealed the entire excise tax law, which these farmers considered to be 
unconstitutional. This excise was not uniform. Southern planters paid 
no excise on their basic farm production (cotton and tobacco); the pro- 
duce of New England farmers was not taxed; other farmers, merchants, 
and artisans throughout the nation were not taxed. In order for taxation 
to be uniform to all, under varying circumstances, should not these 
other people have borne a similar burden? This argument was never an- 
swered. 
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Textbooks have always praised the strong military action against the 
whiskey rebels as an important victory for the new federation. But just 
recentiy, historians have discovered they were wrong. Justice was on 
the side of the rebels, and the whole military operation was a political 
charade instigated by Hamilton to show to the nation the muscle of the 
federal government.'? The rebels had already capitulated before the 
army took to the field. Of the twenty rebels who were brought back to 
Philadelphia to face treason charges, only two were convicted, and they 
were pardoned by Washington. Not only are the rebels now vindicated, 
the revolt is looked upon as having an important political message for 
our times. Said one recent scholar: “In 1991, asin 1791, tax resistance 
sends signals of popular beliefs about how democracy should work, sig- 
nals that deserve reasoned attention.” 29 

In addition, the Whiskey Rebellion has an important historical mes- 
sage as well. Here on the frontier of America a courageous group of 
citizens Stood up for their rights against what was clearly an unjust tax 
under their peculiar circumstances. They capitulated ın the face of a 
prospective invincible military force, but in the end when Jefferson be- 
came president, the tax was repealed, and they accomplished through 
democratic means what they were first unable to achieve by violence. 
The guestion remains, however, without the violence would the tax have 
been repealed? And, was the revolt therefore “necessary medicine” for 
the sound health of government as Jefferson believed? 


Fries Rebellion 


Soon after the Whiskey Rebellion was crushed, another tax revolt 
erupted on the eastern seaboard, this one by German settlers. In 1798 
Congress levied its first direct tax of two million dollars on land, 
houses, and slaves. The tax was allocated among the states as the Con- 
stitutlon reguired. Pennsylvania's guota was $237,000, which fell 
largely on land and houses. Houses presented a valuation problem. As- 
sessments were determined by the number and size of windows on each 
dwelling. 

When assessors arrived to count and measure windows, the German 
settlers thought the government was about to levy the hated European 
hearth tax. They organized into small bands, armed themselves, and 
scoured the countryside for assessors, who were then seized, assaulted, 
and driven from these counties. When some of the rebels were arrested, 
an auctioneer named John Fries marched on the courthouse and freed 
them. President John Adams called out the militia. Fries was arrested, 
trled, and convicted of treason and sentenced to death. Soon thereafter 


The Tax Siruggle 327 


he was pardoned by President Adams, against the advice of his entire 
cabinet.?! 

President Adams, like Hamilton, was a federalist. His direct federal 
land tax, like Hamilton's excise, was hated throughout the country. 
When Jefferson ran for president in 1800, his anti-federalist tax plat- 
form endeared him to the hearts of the people and assured his victory. 
Discontent against the tax policy of the federalists was everywhere. 
Thereafter the Federalist party faded from national leadership and, with 
its policies, soon disappeared from history. Historians emphasize the 
sound money policies of the federalists and their beneficial effect on the 
new nation, but they fail to point out that the tax laws supporting these 
fiscal policies were loathed by the people. Many Americans openly 
guestioned the wisdom of the revolution. Because of the federalists, tax- 
ation with representation had turned out to be much worse than taxation 
without representation. Hamilton, as secretary of the treasury, may have 
been the right man in the right job at the right time, but his taxes were 
the wrong kind for his cause. And while these taxes may have benefitted 
the new federal government, they destroyed the Federalist party in the 
process. 

We can now put in historical context Jefferson's comment that it was 
good medicine for government to have a rebellion every twenty years 
or so. In the course of his lifetime there had been almost a dozen rebel- 
lions he was acutely aware of. Six were in the United States, starting 
with the Stamp Act Rebellion and ending with Fries Rebellion. All of 
these rebellions, including the American Revolution, were tax revolts of 
varying degrees of intensity. In Europe, there were a number of tax re- 
volts in the seventeenth century, from the excise revolts in Britain, to 
the tax-farmer revolts in the Netherlands, to the innumerable revolts and 
the revolution in France. Again, all were tax revolts. So when Jefferson 
tells us rebellions are good tonic for government, in his frame of refer- 
ence he was talking about tax rebellions. For a nation that believes in 
checks and balances in government, no doubt the most effective check 
on a bad tax system is what Jefferson had in mind. He even felt govern- 
ments should not discourage rebellions or be too punitive against unsuc- 
cessful rebels: 


An observation of this truth should render honest republican governors so 
mild in their punishments as not to discourage them too much. It is a medi- 
cine necessary for the sound health of government.” 


Jefferson justified tolerance for civic disorder and rebellion by refer- 
ring toa Latin maxim, no longer espoused much today: “Malo periculo- 
sam libertatem guam guietam servitutem” (“Rather a dangerous liberty 
than a peaceful servitude”). 
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Was It Taxes, Kather than Slavery, that 
Caused the Civil War? 


The pretence that the “abolition of slavery” was either a motive or justifi- 
cation for the war is a fraud of the same character with that of “maintain- 
ing the national honor.” 


—İysander Spooner, No Treason, 1870 


The tariff, then nearly synonymous with federal taxes, was a prime cause 
of the Civil War. 


—American Heritage, June 1996 


One of the most popular myths in American history is that the Civil 
War was started over slavery, and that Lincoln, as the Great Emancipa- 
tor, drove the natilon into a bloody war to break the chains of bondage 
that shackled over three and a half million black Americans. This popu- 
lar childhood history story 1s fable. 

At the eleventh hour before the Civil War began, the Southern slave 
owners had no need to go to war. They had already won all the battles 
without firing a shot. With the Supreme Court in their back pocket, with 
Lincoln and the Congress approving a Constitutional amendment pro- 
tecting slavery forever, they were undoubtediy the victors in their strug- 
gle to preserve the slave system of America. There had to be something 
else that caused them to fire the first shot. 

During his campaign for the presidency in 1860, Lincoln repeated 
time and again that he would not interfere with slavery in the South. His 
first inaugural address said it all. He emphasized the anti-abolitionist 
policy of his administration, which can be found “in nearly all the pub- 
lished speeches of him who now addresses you. I do but guote from one 
of those speeches when I declare that 'I have no purpose, directly or 
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indirectiy, to interfere with the institution of slavery in the states where 
it exists. | believe | have no lawful right to do so, and I have no inclina- 
tontodo s0.” ” 

Lincoln continued in his inaugural address to assure Southern slave 
owners that fugitive slaves would be returned. To provide even further 
assurance, the Congress, with Lincoln's approval, proposed and passed 
a new Constitutional amendment which declared that the federal gov- 
ernment could never interfere with slavery in any state. Even the Su- 
preme Court gave its blessing to slavery in the famous Dred Scott case 
(1857). AlI three branches of the federal government had bent over 
backwards to appease the South over slavery. They could hardiy have 
done much more. 

When the Civil War started, the moral cause of the South was 
strong—they wanted self-government; there was nothing wrong with 
that. Why should half the states in the Union be denied the right of self- 
determination? Is not that a fundamental human and social right? 

The Civil War was two years old when Lincoln issued the Emancipa- 
ton Proclamation, and then only after repeated military defeats, and as 
a lastresort to rally the North behind a worthwhile cause. Here are Lin- 
coln”s words on the subject: 


Things had gone from bad to worse, until I felt we had reached the end of 
our rope on the plan we were pursuing; that we had about played our last 
card, and must change our tactics or lose the game. I now determined upon 
the adoption of the emancipation policy.' 


The American Civil War has been given many names. It has been 
called the War between the States, the War of the Rebellion (the official 
name), the War of Northern Aggression (as it was known in the South), 
and most accurately— “the Rich Man's War and the Poor Man's Fight.” 
The conflict had been brewing for decades. There had been a prolonged 
struggle between the rich planters of the South and the rich industrialists 
of the North—and it was not over slavery. 

By 1860 this struggle was turning against the South. New territorles 
were becoming states and the majority of them were tied to the North. 
The center of the economic life and population of the country was shift- 
ing strongliy to the North and the commercial interests that dominated 
Northern politics. The Southerners believed it was only a matter of time 
before they would become vassals to their Northern business rivals. 
They were probabiy right. Their defeat in the Civil War only hastened 
the day of inevitable Northern domination. 

Most people do not realize that before 1860 Southerners dominated 
federal offices in the United States. More key figures in the national 
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government came from the South than any other place. The following 
chart demonstrates the strength of Southern leadership in the federal 
government up to the time of the Civil War: 


From the From the 
South North Total 
Presidents 11 5 16 
Attorney Generals 14 5 19 
Supreme Court Justices 17 11 28 
Speakers of the House 21 12 33 


The above list represents the situation as it was in 1860.? If the same 
offices are analyzed in the hundred years from 1860 to 1960, the num- 
ber of Southerners is almost nil. President Nixon finally gave up trying 
to put a Southerner on the Supreme Court, which had not had a South- 
erner for a hundred years. We have had four Southern presidents in the 
past century and two of them came to office from the vice-presidency 
when the president died in office. Lincoln's presidency marked a new 
era in national politics which was highlighted by the exclusion of 
Southerners from all major positions in the national government. This 
was the permanent price of the defeat that the South suffered in the 
Civil War. Until Jimmy Carter became president, “Southerner” was 
still a bad word in national affairs to most of the nation. 

What were the causes of the Southern independence movement in 
1860? In what ways did the North dominate the South to drive them to 
secession? Since the emancipation of the slaves was not a part of Lin- 
coln's platform in 1861 when the war started, what was it that drove the 
South to secession and rebellion when Lincoln was elected? 

The answer to these guestions is found in the writings of the period, 
especialiy the speeches of the leaders of the South. The most outstand- 
ing spokesman for the South was John C. Calhoun. He was not a rebel 
and he did not espouse the cause of secession. In 1850 he was dying. 
Daniel Webster had delivered a great speech in the Senate on preserving 
the Union. Calhoun was too sick to appear and answer Webster. He sent 
his reply to the Senate chamber to be read by one of his colleagues. It 
listed three grievances of the South which could lead to secession from 
the Ünion. 

The first two complaints were mainly fears of what could happen. 
They were not a bill of particulars for which redress was sought. The 
first was the fact that the South had been excluded from most of the 
new territories. İt was feared these new states would side with the North 
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against the South and upset the balance of power between them. The 
second fear was of the growth of federal government powers, despite 
the limits set by the Constitution. Calhoun could see on the horızon the 
coming of an all-powerful national government that would obliterate 
state sovereignty. He had remarkable vision, and his fears have come to 
pass. The federal government no longer has any significant limitations 
but in 1850 an all-powerful national state was a long way in the future. 

The one concrete complaint Calhoun expressed involved taxation. lt 
was a complaint that had dominated the struggle between the North and 
South for thirty years. Northern commercial and manufacturing inter- 
ests had forced through Congress taxes that oppressed Southern plant- 
ers and made Northern manufacturers rich. That is why the Civil War 
is sometimes called “the Rich Man's War and the Poor Man's Fight.” 
Here are Calhoun's words: 


The North has adopted a system of revenue and disbursements, in which 
an undue proportion of the burden of taxation has been imposed on the 
South, and an undue proportion of its proceeds appropriated to the North. 
.... The South as the great exporting portion of the Union has in reality 
paid vastly more than her due proportion of the revenue.? 


Federal import tax laws were, in Calhoun's view, class legislation 
against the South. Heavy taxation on the South raised funds which were 
spent in the North. This was unfair. Calhoun argued further that high 
import taxes forced Southerners to pay cither excessive prices for 
Northern goods or excessive taxes. Competition from Europe was 
crushed, thereby giving Northerners a monopoly over Southern mar- 
kets. Federal taxation had the economic effect of shifting wealth from 
the South to the North—not unlike what the OPEC nations have been 
doing to the oil consuming nations since 1973. 

The first rebellion in the South over high import taxes came in 1832. 
A convention was called in South Carolina to nullify the new federal 
import duties. They were declared unconstitutional and the governor 
was authorized to resist any attempt at enforcement by the national gov- 
ernment. Andrew Jackson reacted strongiy and it looked as if a civil 
war was in the making. Cool heads prevailed and a compromise was 
worked out. The tariff (import taxes) was to be reduced over the next 
few years to levels South Carolina would tolerate. This was the great 
Compromise of 1833. 

The doctrine that a state could nullify a federal law it believed was 
unconsütutional had a respectable history. Jefferson and Madison first 
suggested the doctrine in 1798. It had been used to nullify federal laws 
in Pennsylvania, the New England states, Georgia, and Alabama. It was 
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a peaceful alternative to civil war and secession. The federal govern- 
ment received its power from the states, so the states had the right to 
withdraw what was given if the federal government abused its authority. 
Today in Canada a similar doctrine has been proposed by Alberta and 
other anti-federalist provinces. 

The tariff of 1828 was called “the tariff of abomination,” a biblical 
term meaning the greatest evil. Prior to that time the tariff was needed 
to repay the national debt from the wars of 1812 and the revolution itself. 
By 1832 the national debt was paid and there was no justification for 
the import taxes at high rates, except to promote a monopoly in the 
hands of Northern industrialists to raise prices for Southern consumers. 
The South exported about three-guarters of its goods and in turn used 
the money to buy European goods which carried the high import tax. 
This means that the South paid about three-guarters of all federal taxes, 
most of which were spent in the North. If they didn't buy foreign goods 
and pay high taxes the alternative was to buy Northern manufactured 
products at excessively high prices. Either way Southern money ended 
up in the North. The injustice of this arrangement dominated Southern 
hostilities toward the North. Said one historlan: “Indignation against 
the tariff as an unfair tax injurious to their economy was general 
throughout the South.” A Southerner, a year after the Civil War ended, 
expressed that indignation in a book appropriately called The Lost 
Cause: 


In every measure that the ingenuity of avarice could devise the North ex- 
acted from the South a tribute, which it could only pay at the expense and 
in the character of an inferiour |sic)| in the Unlon.* 


The Civil War started in 1861 when Southern Carolinians fired on the 
federal garrison at Fort Sumter, an island in the harbor of Charleston, 
South Carolina. The man who directed the firing of the first shot was 
Edmund Ruffin. He later committed suicide on hearing of Lee's surren- 
der in 1865. On the eve of the Civil War (1865), he wrote an article that 
was popular throughout the South, urging secession and predicting a 
great future for the Southem States: “The Northem states would not 
have attained half of their present greatness and wealth, which have 
been built upon the tribute exacted from the South by legislative policy 
(high import taxes|.” > 

The South, said Ruffin, would be twice as rich and powertul if it were 
not for Northern tax policies. Southerners saw themselves as tribute- 
paying vassals of the North every time they bought Northern goods or 
paid import taxes. 

With respect to the slave issue, most Northerners did not care much 


334 The Rocky Road of Early American Taxation 


about black men in bondage, any more than they cared about the Indian 
in the West or poor illiterate workers in factories. By and large many 
black slaves received better treatment and more compassion than their 
counterpart in the North.“ 

Lincoln was the most powerful president the Ünited States has ever 
known. He was often brutal. Civilians were tried by military courts so 
they could be denied a Jury trial and other proper jJudicial procedures. 
People who disapproved of his policies were locked up without a trial. 
One shocking example involved a Northern democrat from Ohio named 
Clement Vallandigham. He was a “dove.” He opposed the war and ad- 
vocated peace. In March 1863, before a political meeting in Ohio when 
he was a candidate for governor, he denounced the war as “wicked and 
cruel,” and charged that it was undertaken to “enthrone Republican 
despotism on America.” He called Lincoln a dictator and denounced 
his income tax policy in these words: “Through a tax law, the like of 
which has never been imposed upon any but a conguered people, they 
(the Republicans| have possession ... of the entire property of the peo- 
ple of the country.” 

Lincoln reacted with a fury. Mind you, this was a political rally for 
the Democratic Party. It wasn't the first time a U.S. president had been 
called a tyrant by the opposition. There was nothing in Vallandigham's 
sharp remarks that was not part of the rough and tumble of American 
politics. But Vallandigham was arrested and charged before a military 
court in Ohio, even though civilian courts were open and Ohio was not 
a war zone. The military court found him guilty of expressing “treason- 
able sentiments.” Rather than have Vallandigham locked up or shot, 
Lincoln had him forcibly exiled to the South. He wasn't a Southerner, 
so Vallandigham fled to Canada and from there he was able to get the 
Democratic Convention in 1864 to brand the war a failure. 

His conviction by a military court for expressing “treasonable senti- 
ments” is akin to past practices of the former Soviet Union. Aleksandr 
Solzhenitsyn was thrown out of the Soviet Union for the same reason 
that Lincoln threw Vallandigham out of the United States. Just imagine, 
the Soviets could have used Abraham Lincoln as an authority for de- 
porting Solzhenitsyn and other Russian dissidents! 

Lincoln did not stand alone in his harsh policies or stern tax mea- 
sures. The president of the Southern Confederacy, Jefferson Davis, was 
attacked by Southerners with the same vehemence: 


The Richmond government nevertheless grew speedily into despotism, 
and for four years wielded absolute power over an obedient and uncom- 
plaining people. It tolerated no guestioning, brooked no resistance, lis- 
tened to no remonstrances. It levied taxes of an extraordinary kind upon a 
people already impoverished almost to the point of starvation.8 
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One contemporary newspaper artist attacked the presidential treatment of Vallandıgham 
and other Civil War “doves.” The caption to the “Little Bell” cartoon guoted a letter from 
Secretary of State William H. Seward to Lord Lyons, a British minister, in these terms: 
“My Lord, I can touch a bell on my right hand, and order the arrest of a citizen of Ohio; 
I can touch a bell again, and order the imprisonment of a citizen of New York; and no 
power on earth, except that of the President, can release them. Can the Çucen of England 
do so much?” 
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The “extraordinary” tax law was an income tax, which many South- 
erners regarded as proof of Confederate despotism. There was a 10 per- 
cent profits tax and a 10 percent tax on the yield of all crops. This was 
a kind of “gross income tax.” There were apparentiy no deductions for 
costs and expenses. Davis was as unpopular to some of his fellow 
Southerners as he was in the North. 

The rebellion in South Carolina in 1832 was a prelude to greater and 
more violent things. It was the South's first try at rebellion; 1861 was its 
last try. Lincoln was supported in his bid for the presidency by the rich 
industrialists of the North. He was their man and he had long been their 
lawyer. At the heart of his platform was a return to high import taxes, 
reminiscent of the “tariff of abomination” of 1828. No sooner had Con- 
gress assembled in 1861 than the high tariff was passed into law and 
signed by President Buchanan before Lincoln was inaugurated. The 
Momrıll Tariff, as it was called, was the highest tariff in history, doubling 
the rates of the 1857 tariff to an average of 47 percent of the value of 
iımports. İron products were taxed over 50 percent. This was the Repub- 
licans” big victory, and their supporters were jubilant. They had fulfilled 
their TOUSs to the industrialists and commercial men of the North. But 
by this outrageous tariff for the South, the doors of reconciliation were 
closed. In Lincoln's inaugural address he had committed himself to col- 
lect customs in the South even if there was a secession. With slavery, 
he was conciliatory; with the import taxes, he was threatening. Fort 
Sumter was at the entrance to the Charleston Harbor, filled with federal 
troops to support U.S. Customs officers. It wasn't too difficult for angry 
South Carolinians to fire the first shot. 

At the time the Republicans were pushing a high tariff through the 
Congress, the Southerners were doing just the opposite. Their new con- 
stitutlon was adopted, patterned after the U.S. Constitution, with a 
unigue provision banning high import taxation. The Confederate Con- 
gress couldn't create a high tariff even if it wanted to. Jefferson Davis, 
the first president of the Confederacy, jJustified secession in his inaugu- 
ral address by making reference to the Declaration of Independence, 
then emphasizing the import tax issue. Duties and customs and trade 
restrictlons would be held to an absolute minimum, he said. With low 
duties the trade of North America would shift from New York, Boston, 
and Philadelphia to Savannah, Charleston, and New Orleans. This 
would compel the North to set up a chain of customs stations and border 
patrols from the Atlantic Ocean to the Missouri River, and then some. 
Northerners would clamor to buy duty-free goods from the South. This 
would spell disaster for Northern industrialists. Secession offered the 
South not only freedom from Northern tax bondage, but an opportunity 
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THE BITUATJON 
ÖFFICER LINCOLN. “1 guess I've got you now, JEFF.” 
JEFF Davıs. “Guess you have—well now, let us Compromise.” 


This early Civil War cartoon promotes peace through negotiation. Northern military 
power is depicted by Lincoln as a policeman seizing Jefferson Davis on Çucer Street (a 
place for people in trouble). Davis has a hold on the U.S. Treasury, symbolizing Southern 
wealth and taxes. Unfortunately, this peace view did not prevail. 
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to tum from the oppressed into the oppressor. The Yankees were going 
to sguirm now! 

In the British House of Commons in 1862, William Forster said he 
believed it was generally recognized that slavery was the cause of the 
U.S. Civil War. He was answered from the House with cries, “No, No!” 
and “The tariff!”? It is guite probable that British commercial interests, 
which dominated the House of Commons, were more in tune with the 
economics of the Civil War than were the intellectuals and writers. The 
view that slavery caused the Civil War was popularized by John Stuart 
Mill, the leading English writer on political economy at that time. He 
forcefully expressed his view in the popular British periodical Frazer's 
Magazine in February 1862. This article was later reprinted in America 
in Harper's magazine. It was a rebuttal of the articles written by his old 
enemy of the pen, Charles Dickens, who wrote that taxes were the cause 
of the conflict, not slavery. Mills thesis that slavery caused the conflict 
has dominated Civil War thinking in America (except in the South, of 
course) to this day.'9It gave a noble purpose to the Northern onslaught 
on the Confederacy to gloss over the real economic issues at stake. 

The causes of the Civil War have been discussed for over a hundred 
years. The most common reasons given are slavery and great cultural 
conflicts. The differences in culture were great, but cultural differences 
do not ordinarily produce a rebellion. The slave issue was emotional on 
both sides, especially the South, except that Lincoln and the Congress 
bent over backwards to guarantee slavery in all places where it existed, 
and the Dred Scott decision even appeased the slave owners more: Con- 
gress's power to prohibit slavery in the territoriles was curtailed, and 
citizenship did not apply to persons of African descent. The institution 
of slavery was never more legally secure than it was in 1860. 

In 1832 the Southern defense against the high tarıff was the power of 
“nullification.” By 1850, Southern constitutional thinkers had shifted 
to secession. Calhoun was one of the great proponents of nullification 
in 1832; by 1850 he was answering Webster with threats of secession. 

The generation of leaders in the North and South in the 1850s have 
been called “the blundering generation.” The Websters, Clays, and Cal- 
houns, who had held the Ünion together through compromise, were 
gone. It takes great leadership and ability to settle differences through 
peaceful means. Any idiot can start a war. This was a generation of 
idiots. 

After the war ended the slave did not do so well. When the chips were 
down in a tight presidential race, the Republicans sold the black man 
down the river for a couple of electoral votes. The Supreme Court fol- 
lowed suit and gave full support for segregation. “Separate and egual” 
was the ruling of the high court, though even any village idiot knew 
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public facilities provided for blacks were anything but egual. Armed 
with the power to segregate, Southern legislators pushed the black man 
back into economic servitude, educational illiteracy, and social “Üncle 
Tomism.” If slavery was such an important issue in the Civil War, in 
which over a third of a million Northern men died, why was the black 
man's struggle for freedom nipped in the bud a decade later? 

Wars are not really fought to free some unfortunate minority not di- 
rectly involved in the conflict. People who want freedom have to fight 
for it themselves. Outsiders who come to their aid normally have ulte- 
rior motives, especially if the outsider happens to be a nation. The con- 
cer of the North for the enslaved black man was more facade than sub- 
stance.!! There were economic concerns that were far more compelling. 
This editorial in a Boston newspaper on the eve of the Civil War is very 
revealing: 


It does not reguire extraordinary sagacity to perceive that trade is perhaps 
the controlling motive operating to prevent the return of the seceding states 
to the Union which they have abandoned. Alleged grievances in regard to 
slavery were originally the causes for the separation of the cotton states; 
but the mask has been thrown off, and it is apparent that the people of the 
principal seceding states are now for commercial independence. They 
dream that the centres of traffic can be changed from Northem to Southem 
ports. The merchants of New Orleans, Charleston and Savannah are pos- 
sessed with the idea that New York, Boston, and Philadelphia may be 
shomn, in the future, of their mercantile greatness, by a revenue system ver- 
ging on free trade. If the Southern Confederation is allowed to carry out a 
policy by which only a nominal duty is laid upon imports, no doubt the 
business of the chief Northern cities will be seriously injured thereby. 

The difference is so great between the tariff of the Union and that of the 
Confederate States that the entire Northwest must find it to their advantage 
to purchase their imported goods at New Orleans rather than New York. In 
addition to this, the manufacturing interests of the country will suffer from 
the increased importation resulting from low duties.... The |government| 
would be false to its obligations if this state of things were not provided 
against.!? 


It is difficult to see the foregoing editorial as anything other than a 
call to arms against the South. The North and South struggled over 
trade, with all Northern businessmen threatened by extremely low im- 
port taxation in the South that could bring economic ruin to trade and 
commerce in the North. The South was going to do to the North what 
Rome did to Rhodes. (See Chapter 8.) 

The tax issue in the Civil War was not a glamorous cause like slavery. 
It involved no high purpose on either side. The noble issues which both 
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sides held up as the cause for their struggle remind one of the lofty 
purposes superpowers often profess to cover their imperialism. The 
point here is that the North did not go to war to free the slaves and the 
South did not secede because of a trigger-happy anti-slavery crusader 
in the White House. 

For all Southerners in all walks of life, the Republican tariff in 1861 
meant higher prices, a higher cost of living, fat profits for the Yankees 
up North, and Southern money in the national coffers for Lincoln to 
spend for the Republican Party and its supporters. Secession offered a 
release from Republican bondage. In addition, it opened up opportuni- 
tiles for the South to replace the North in New World trade. 

In Lincoln's supposediy conciliatory inaugural address there was one 
remark which is bound to have caught Southern attention. Lincoln 
promised that there would be “no bloodshed or violence,” and “no use 
of force” against the seceding states; even the mails would be aban- 
doned if they were not wanted. But taxes were another matter. Lincoln 
would “collect the duties and imposts, but beyond what may be neces- 
sary for these objects, there will be no invasion, no using of force 
against or among the people anywhere.” In other words, the South 
could secede as long as they paid their taxes to the North! No wonder 
they fired on Fort Sumter. Lincoln had given them an ultimatum of 
taxes or War. 

Lincoln's address also caught the attention of British writers. In the 
popular Fraser's Magazine (like our Time and Newsweek) Lincoln is 
pictured as a respectable leader, not anxious to go to war. Excepi for 
collecting taxes at Southern ports, for retaining federal forts on South- 
er SOil to collect taxes, and using force to retake any forts Southerners 
had seized, he would not invade the South.!'3 It was this policy that 
started the Civil War, and there was not the slightest suggestion that 
slavery was any kind of an issue whatsoever. In fact, it was the one issue 
that most Southerners and Northerners saw eye to eye on.'* Abolition- 
ists were an extremely small and unpopular minority that had been re- 
pudiated in the elections of that era. 

The collection of taxes and the recovery of federal forts were inti- 
mately related. As early as January 15, 1861, the Philadelphia Press, 
the leading newspaper in Pennsylvania, spelled out the relationship be- 
tween the two, both of which would, in Lincoln's words, be an excuse 
for an invasion of the South. Said the Press: 


In the enforcement of the revenue laws, the forts are of primary impor- 
tance. Their guns cover just so much ground as is necessary to enable the 
United States to enforce their laws.... Those forts the United States must 
maintain. It is not a guestion of coercing South Carolina, but of enforcing 
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This anti-tariff cartoon, “At the ie appeared in a Northern newspaper on June 6, 
1863, some months after the Emancipation Proclamation. The tariff is a heavy anchor, 
“The dead load that keeps down American commerce.” In the background are merchant 
ships bearing foreign flags, showing vigorous activity in world trade. The Southerners 
weren't the only people who hated the high tariff. The maintenance of the high tariff in 
the face of substantial opposition indicates the hold that powerful industrialists in the 
North had over the Republican Party and its leader, Lincoln. If slavery caused the Civil 
War, then why are there no caricatures and cartoons on the matter, and why are the 
cartoons centered on tax and tariff issues? If cartoons are the “truest history of the times,” 
what does that tell us? 
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the revenue laws.... The practical point, either way, :s—whether the reve- 
nue laws of the United States shall or shall not be enforced at those three 
ports, Charleston, Beaufort, and Georgetown, or whether they shall or 
shall not be made free ports, open to the commerce of the world, with no 
other restriction upon it than South Carolina shall see proper to impose.... 

Forts are to be held to enforce the revenue laws, not to conguer a State. 


Five years after the Civil War, Lysander Spooner of Massachusetts, a 
free-spirited lawyer who had been a strong, vociferous abolitionist, 
wrote a pamphlet condemning the hypocrisy of those who professed 
that the Civil War was fought to free the slaves: 


AlI these cries of having “abolished slavery,” of having “saved the coun- 
try,” of having “preserved the union,” of establishing “a government of 
consent,” and of “maintaining the national honor,” are all gross, shame- 
less, transparent cheats—so transparent that they ought to deceive no 
one." 


In 1927, the great scholars Charles A. and Mary R. Beard came forth 
with what may have been the first in-depth study of American history. 
It captivated scholars and laymen alike. After carefully examining the 
facts concerning slavery and the Civil War, they concluded: 


Since, therefore, the abolition of slavery never appeared in the platform of 
any great political party, since the only appeal ever made to the electorate 
on that issue was scornfully repulsed, since the spokesman of the Republi- 
cans |Lincoln| emphaticalIy declared that his party never intended to inter- 
fere with slavery in any shape or form, it seems reasonable to assume that 
the institution of slavery was not a fundamental issue during the epoch 
preceding the bombardment of Fort Sumter.!© 


Finaliy, the guestion of what “caused” the Civil War depends on 
what you mean by cause. Montesgulieu, in his work on Rome's fall, said 
there were general causes and special causes at work in any state, and 
when a nation fell because it lost a battle, there were always general 
causes at work which made that possible. 

There is no doubt the societies of the North and South had many con- 
flicts which, up until 1860, had been resolved by peaceful means, or 
simpiy tolerated without any resolution. But in 1860 the South changed 
its tactics and saw secession as a better solution to these conflicts and 
as aroad to greater prosperity. You could say the act of secession came 
about from a yearning for independence, like the Soviet republics today. 
If Northern tax policy had appeased the South, would they have left the 
Ünion? Ünlike the slave issue, the tax conflict was non-negotiable on 
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both sides. Appeasement was Northern policy toward slavery; toward 
avoidance of heavy taxation, enforcement with military power was 
policy. 

Secession was unguestionabiy the cause of the Civil War. It is the 
thesis of this chapter that taxation was the most significant factor on 
both sides. Southern slavery was to be tolerated by the North; Southern 
free ports were not. The war was caused when Southern hotheads bom- 
barded a federal fort in Charleston harbor. The war was also caused 
when Lincoln decided to put down this rebellion with military force. 
But behind these acts of violence and secession itself was a tax issue 
neither side would compromise. Freedom from oppressive taxation 
caused the American Revolution, the French Revolution, and revolts 
and rebellions throughout history too numerous to mention. The War of 
the Rebellion, as it was officialiy called, had at its core what has been 
at the core of most rebellions from our earliest historical records, taxes. 


Part VU! 


The Monster that Laid the 
Golden Ege 


Governments have been taxing income in a roundabout way since the 
beginning of history. Indeed, most if not all taxes are paid out of in- 
come, although they are not measured by it. When the Romans and 
Egyptians took a percentage of the harvest, they were taxing income, 
except they taxed the estimated gross production; there were no deduc- 
tlons for costs and expenses and no allowances for a bad harvest. A 10 
percent production tax could easily have been a 20-50 percent income 
tax by modem accounting methods. The early English subsidy was re- 
lated to income as were some poli taxes, especially the graduated ones. 
The first income tax came in the late medieval period in 1404. Unfortu- 
nately, we know very little about this tax. An early English historian, 
Thomas Walsingham (1372-1422), writing shortly after this tax and its 
records were obliterated, said the tax was to be kept concealed from 
posterity because it was such an evil. No evidence of it was to be pre- 
served at the Treasury or the Excheguer and, by order of Parliament, 
every written record of the tax was to be burned. Another British histo- 
rian, as late as 1803, called it a “hideous monster without precedent. ”! 
This poem did survive: 


A monstrous birth shewn to the world to let it know what could be done, 
and concealed by historians, that the world might not know what may not 
or ought not to be done.? 


The income tax came to Britain again as a war tax measure to meet 
the terrible fiscal demands of the wars with Napoleon. It proved to be 
far more productive of revenue than imagined. Soon, the tax spread 
throughout the world—a tax that laid a golden egg had been found. The 
spread of the income tax throughout the world added further proof to 
Adam Smith's observation, “There is no art which one government 
sooner learns from another than that of draining money from the pock- 
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ets of the people.”3 The evolution of the income tax into the practices 
developed in the twentieth century illustrates another historical theme 
that recurs too often—i.e., a good tax becomes bad. The income tax, 
which seemed in the nineteenth century in Britain to be a good tax, with 
low costs, high production, a tolerable amount of intrusions into per- 
sonal liberty, plus a reasonable sense of eguity, evolved into a vehicle 
that, if not restrained, was easily capable of transforming a liberty-ori- 
ented society into a totalitarian state in which rebellion, fight, and fraud 
would run rampant. The espionage against all citizens by government, 
which so characterized the internal security bureaucracies of totalitarian 
states, found a counterpart in Western democracies in their tax spies. 
The spy agencies of the totalitarian states are concerned with internal 
security, the tax police in the West are concerned with revenue security. 
The ends differ, but the scope of the espionage does not. 

The income tax as it has evolved presents civilization with a great 
many problems and difficulties. The future of our liberties and even our 
civilization itself will probably depend more on how we solve those 
difficulties than anything else. This is not a unigue observation, nor 1s 
ours a unigue condition. It has occurred throughout history so often as 
to not need much comment. The alcabala wrecked imperial Spain, and 
when the government finally got around to correcting the evils in its tax 
system, it was too late. The habit of fraud had become too ingrained in 
the social order. Most governments can't recognize the wisdom of these 
simple truths: you cannot legislate against culture and human nature. 
When you tax too much, the inevitable conseguence will be rebellion 
(the Spanish Empire was plagued with revolts), flight to avoid tax (the 
best brains of Spain fled the mother country to avold tax), and İraud 
(evasion was everywhere in a myriad of forms). Adding greater punitive 
measures to enforce bad taxes only aggravates the situation. The income 
tax is following the pattern of the alcabala with a modern twist. The 
alcabala initially provided the revenues to make Spain the superpower 
of the early modern period; the income tax has permitted the Ünited 
States to become the superpower of our age. 

The income tax has had its positive points. It provided the revenue to 
permit America to take part in a number of wars in the twentieth cen- 
tury, some good and some not so good. Perhaps its greatest benefit has 
been its alteration of capitalism. Governments were able to command a 
large portion of the national wealth and use it to correct social injustices 
and improve the social order without revolution. 

In most industrial countries poverty has been greatly reduced and in 
some countries it is non-existent. Marxist claims that capitalism would 
increasingiy oppress workers—that child labor, starvation wages, 
longer working hours, and unsafe working conditions would get 
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worse—have not come to pass. Today, such predictions are so much 
nonsense. Workers in industrial capitalist states have living standards 
far in excess of the best of the former communist states, as the Fastem 
Europeans realized. Capitalist nations have corrected the defects in their 
nineteenth-century system without the necessity of remaking the social 
order. Taxation has curbed the accumulation of too much wealth in the 
hands of the few. The wealth of the super-rich has been broken up. New 
laws protect workers, and guarantee good wages and working condi- 
tons. Child labor does not exist. The Marxists have been outflanked by 
the ingenuity of taxation and labor laws. It 1s ironic that Marx was the 
author of high progressive taxes, which in themselves have revolution- 
ized society. Little else has been needed, certainly not revolution and 
all the suffering and chaos it brings to humanity. Marxism's most glar- 
ing defect has been its zeal for overkill. Similarly, the income tax's 
most glaring defect has been its zeal to overtax. 


32 


The Tax that Beat Napoleon 


Modern income tax laws come from the British Income Tax Laws of 
the Napoleonic era, beginning in 1799. The tax returns of this first in- 
come tax show a remarkable similarity to the returns we file every 
April. Even the schedules are similar. You could attach them to your 
modem retum and they would probably pass audit. This income tax law 
has been called “The tax that beat Napoleon.” It was undoubtediy Brit- 
ain's most significant contribution to the fiscal systems of the modern 
world. 

The French Revolution was a sad event for those leaders of the En- 
lightenment who had high hopes in the ability of man to govern himself 
with reason and justice. We have learned much since the French Revolu- 
tlon, and most of all we have learned that revolutions tend to get out of 
hand, more often than not substituting one tyrant for another. 

The government of revolutionary France fell on the National Assem- 
biy, which had no experience in running a nation. It had no money and 
little common sense—idea men were everywhere, but taxes and tax men 
were nowhere. The Assembly condemned the salt tax and then turned 
around and asked everyone to pay it until something else could be de- 
vised. After this voluntary salt tax was ignored, the Assembly asked all 
Frenchmen to donate one-fourth of their income to the Assembly. With 
no tax burcaucracy this extremely sophisticated revenue device was ig- 
nored as weli, along with a land tax which was adopted. Finaliy, the 
Assembly decided to steal the church, Henry VİIl-style. Paper money 
was issued, backed by church lands, but once these lands were sold, 
the government refused to redeem the paper money. Soon it became 
valueless. 

Fiscal chaos was followed by danger from abroad. Europe's aristo- 
cratic states Joined together to oust the new republic. With the country 
in danger, the Assembly turned the government over to a darıng, aggres- 
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sive general, Napoleon. But as with Castro in modern Cuba, the future 
of the revolution was determined by Napoleon's personality more than 
ideals and principles. 

Once in power Napoleon ignored the constitution, which prohibited 
aggressive wars, and tried to fulfill his dreams of conguering Europe. 
Taxation was to be his Achilles” heel. French peasants naively believed 
they were fighting to end taxation. As the emperor rode through the 
streets of Paris on his white horse, he was cheered with these words: 
“Plus d'impöts, a bas des riches, a bas la rpubligue, vive | Empereur!” 
(“No more taxes, down with the rich, down with the republic, long live 
the Emperor!” ). 

Napoleon could not, of course, end taxation, but any increases or new 
burdens were out of the guestion. In the end, he was compelled to pur- 
sue his grandiose military ventures without the revenues to sustain 
them. 

Poll taxes were not acceptable under any circumstances. They were 
the yoke of despotism. İncome taxes were simpliy another form of poli 


“Down with taxes”: This battle-cry of the French Revolution proved to be e 
most indomitable foe, and eventualIy contributed more to his defeat than the Russian 
winter or Waterloo. The many-headed dragon of taxation is again portrayed. 
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taxation. Taxes on consumption (excises) were associated with tax- 
farmers, who had been liguidated in the revolution. Finally, the govem- 
ment fell back on the Physiocrats” land tax. The Physiocrats believed 
all wealth ultimately came from land, hence only land should be taxed. 
This meant that commerce should be free from tax or burdensome regu- 
lattons—what we could call the ultimate laissez-faire. 

Some commercial taxes were adopted in addition to the land tax. 
Shopkeepers and businessmen paid a license tax assessed at 10 percent 
of their annual rent. There was a tax on “movables.” Rich people paid 
a tax on carriages, hearths, and even domestic servants. Workers and 
peasants were hard to assess so the government took three days? wages 
per year. The most successful tax was a house and window tax, British- 
style, which lasted until 1925. 

Napoleon introduced more unsuccessful taxes than successful ones. 
The octroi, or city toll, was tried, but the peasants once again burned 
down the tollgates and customshouses. Salt taxes were introduced and 
guickly repealed. “Kill the gabeleurs” was still in the hearts of the 
people. 

Finally, borrowing was ruled out because Napoleon believed that the 
hand that lent was above the hand that borrowed, and he was not about 
to stoop to anyone, especially bankers. 

The basic taxes Napoleon did develop were sensible and eguitable as 
a whole, but they could not sustain his military adventures. In the end, 
Napoleon tried to run his armies on plunder, which meant he could not 
sustain defeats. Without a solid revenue base, Waterloo at some place 
was inevitable. In short, Napoleon's downfall was brought about by 
Britain's newly invented income tax and by his determination to carry 
on costliy military ventures without an adeguate tax system. Almost any 
solid tax system would have beaten Napoleon. 

At first, the British tried to support the war with traditional reve- 
nues—excises, imposts, inheritance taxes, land taxes, and customs. But 
these taxes were not enough, even though expanded to the limit. The 
brains at the Excheguer searched for a new revenue device. 

Excises were not the answer because they taxed commerce at the 
wrong place—at consumption. The bulk of Britain's commercial wealth 
was with the producer, not the consumer. A tax should fall on the pro- 
ducer, but not his capital. An income tax was, therefore, the only alter- 
native. 

We could say that the income tax came in through the side door. Pitt 
introduced a large package of petty taxes called the Triple Assessment, 
which taxed everything from hair powder to coats of arms. One British 
writer called this assessment, “a fiscal fiasco unegualled in the history 
of our taxatlon.” This so-called fiasco was coupled with a unigue pro- 
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viso which gave taxpayers the option of paying income tax graduated 
up to 10 percent in lieu of the assessments. To adopt an income tax 
the government simply dropped the assessments and left the income tax 
provislon. Pitt could not know that the income tax option he originaliy 
attached to his assessments would become the most important tax in- 
vention in the modern world; within a hundred years it would be 
adopted by every major nation in the world. 

Pitts income tax was supposed to be replaced six months after the 
war ended. But by 1816, the tax had been in operation over fifteen 
years, many bugs had been worked out of the system, and many revenue 
men in the government wanted it to continue. But most Britons hated 
the tax, more than the government imagined. The leader of the opposi- 
ton to the tax summarized, on the floor of the Commons, the feelings 
of the British people: 


It injured in a higher degree than it produced revenue and he was willing 
to admit that it was a most productive tax. He hoped that the country would 


WE ANE TiIE ASSES5EN TANES, 


“We are the assessed taxes.” December 1797. Unwelcome guests introducing themselves 
to John Bull in bodily form. He asks in surprise, as well as alarm, “What do you want, 
you little devils? Ain't I plagued with enough of you already? More pickpocket's work, I 
suppose?” The devils courteously reply, “Please, your honor, we are the assessed taxes.” 
The real devil, as the British were soon to discover, was the income tax alternative 
contained in this tax legislation. 
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rise up as one man against it... . This extension of bureaucratic power 
into everyday life might be the herald of an all-embracing tyranny.' 


The tax was repealed by a large vote which provided for the total 
destruction of every government record pertaining to the tax, as with 
the income tax of 1404. Burned tax records, like dead men, tell no tales. 

There was a strange, and still unexplained, historical twist to the 
burning of Britain's first income tax system. The income tax minister 
retained a duplicate set of all tax records at the Excheguer Court, which 
was not destroyed, though it was reported that the minister actualiy 
stoked the fires of the burning tax records. Why he intentionally held 
back a complete set of everything is not known. Why did he risk his job 
for a matter that did not concern him? Was it by secret order of the 
prime minister? We will never know. 

The generation of Britons who lived under Pitt's income tax had to 
pass away before the tax was reintroduced. İn the interim a myriad of 
petty taxes burdened society. British tax theory had moved from the 
search for the just tax to a policy of taxing everything in sight: “To bear 
lightly on an infinite number of points but heavy on none. In other 
words, simplicity in taxation...oughtto be most sedulously avoided.” 

One of the unusual taxes of this period was a “tax on knowledge,” 
which was a newspaper tax designed to curb the press. Newspapers had 
freely criticized the government since Walpole's time, and the govern- 
ment could not directiy curb the press, but it could tax opposition news- 
papers into silence. A stamp tax closed the door of most antı-establish- 
ment newspapers. Upper-class newspapers were also taxed, but they 
stayed in business because their readers could afford to pay. Thus 
through taxation the government could accomplish indirectiy what it 
could not do directly—muzzle reformist and critical newspapers. 

This practice is common today, and has been so for over a century. 
For years the poli tax in the South prohibited black people from voting. 
Topless waitresses, auction houses, or any other business pursuit can be 
put out of business by a heavy tax. The U.S. Congress adopted a mari- 
Juana tax to stamp out pot smoking. One day in San Francisco a young 
man went to IRS headguarters to pay this tax. After waiting for some 
time an irate IRS official told him to leave. The IRS was not geared to 
collect this tax, only to prosecute for non-payment. 

In time British commercial interests began to complain about the de- 
pressing effect these innumerable taxes had on commerce. A new tax 
philosophy started to develop, which was that no tax should be col- 
lected that did not produce a substantial amount of revenue. Since all 
taxation injured someone, or some business activity, It followed that no 
tax was Justifiled unless it was productive, in other words, the country 
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This cartoon on the newspaper tax shows a single page about ten feet long asa way to 
reduce the tax, which was levied by the page. The world's newspapers today continue 
large pages, which were initiated for tax avoidance. 
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should have the smallest number of taxes that produced the greatest 
amount of revenue. In 1842, this philosophy finally prevailed when Sir 
Robert Peel adopted a modest, fixed 3 percent income tax to be with- 
held at the source in most instances. Tax records would be private and 
special commissioners were set up to assure the maintenance of privacy. 
Said Peel: 


You must either resort to direct or indirect taxation, it is but a comparison 
of evils. I have never denied that a good deal of inconvenience arises from 
enguiries ... from the imposition ofanincometax.... A certain degree 
of inguisitorial scrutiny is, therefore, inseparable from an income tax.? 


The 1842 income tax was to be repealed in three years, when govern- 
ment revenues Were expected to be in balance. Unfortunately (or fortu- 
nately), the income tax produced 50 percent more revenue than was an- 
ticipated. Peel had unearthed a pot of gold; there was little chance it 
would ever be repealed; and in fact, it never was. Businessmen liked it 
because it removed the shackles of the innumerable petty taxes that hurt 
trade and produced little revenue. 

William Gladstone followed Peel in setting a determined course to 
abolish income taxation, but like Peel he could not find a suitable alter- 
native. Gladstone believed the tax could never be jJustıfied as a perma- 
nent revenue device, regardless of its revenue potential: 


The public feeling of its ineguality is a fact most important in itself. The 
inguisition it entails isa most serious disadvantage, and the frauds to 
which it leads are an evil such as it is not possible to characterize in terms 
too Strong.” 


Gladstone also saw taxatlon as the Almighty's check on war. Man 
was a war-prone animal, but man hated taxation, and war meant taxa- 
tlon. As long as taxation came down hard on people, wars would be 
avoldable. 

By 1875, contrary to Gladstone's intentions, the income tax had be- 
come permanent in British life. The culprit for this, sald Gladstone, was 
the “public expenditure” and the abandonment of the spirit of thrift in 
government. Members of Parliament were more interested in spending 
money than in developing a modest, eguitable tax system. 

Liberty also suffered from heavy taxation, for the collection of great 
revenues reguires an army of tax officials with great power. In such a 
situation, the delights of spending cause the politician to lean toward 
the tax official who butters his bread rather than toward the taxpayer 
who produces the butter. Gladstone's bread-and-butter analogy pin- 
points the problem facing the reformers in our age. 
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DARING ROBBERY OF AN OLD GENTLEMAN NAMED “BULL” 
By the Aid of Chloroforn. 


John Bull, “chloroformed” by repeal of the window tax, has his pocket picked by Peel's 
income tax, which replaced it. 


The income tax has become a great compromise tax, even though it 
was not initially adopted in an atmosphere of compromise. Politicians 
and philosophers in the eighteenth century struggled to find the most 
just modes of taxation. In the seventeenth and eighteenth centuries the 
big issue had been “consent.” But consent did not guarantee fairness— 
that was the painful lesson of the eighteenth century when class warfare 
raged in Parliament over tax privileges. In France, where the monarchy 
was supreme, this same class warfare raged in the king's court. Both 
systems produced taxes that overburdened some and underburdened 
others. 

By the end of the eighteenth century, philosophers of the Enlighten- 
ment reverted to the ancient Greek concept that a just tax must fall pro- 
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portionately upon the revenues and wealth of a nation, except for the 
poor who should be tax-exempt or pay very little. There should be no 
other exemptions. This theory was sound enough, but administrative 
problems were insurmountable. The invasions of privacy necessary to 
properly assess a wealth tax were unacceptable to a society romanticaliy 
in love with liberty. A modest hearth tax was called slavery, and it al- 
most drove Britain to revolution when a tax inspector was only reguired 
to enter a building and count the number of fireplaces. A restricted in- 
spection of income under careful limitations was unguestionably as far 
as any politician dare go in Britain. In France, no politician would dare 
go that far. The guillotine was still well greased for unpopular tax men. 
The search for the just tax stopped. Tax makers became practical. 
Would a tax hurt trade? Would it be accepted by the people? These is- 
sues, rather than philosophical ideals, would dominate tax-making right 
up to the present day. 

The income tax was not only a compromise form of wealth taxation, 
but it was an alternative to the Physiocrats” land tax. The wealth of a 
nation can best be measured by its income, not its land. Land ignores 
commerce, money, personal property, and income from labor and ser- 
vices. The income tax only misses non-income-producing property. But 
this is not a serious problem; no one would intentionally acguire prop- 
erty to avold a 10 percent income tax. In other words, no one would 
give up 90 cents to save 10 cents; so argued the proponents of the in- 
come tax. 

There were commercial benefits. The income tax was an alternative 
to incrcases in customs, excises, and stamps—the natural burdens of 
trade. For all its imperfections the income tax was the best form of taxa- 
tlon yet devised. Finally, as the years passed, the fears of the early crit- 
ics proved groundless. The leading economic scholar of 1911, Professor 
Seligman, pointed out in his classic study of income taxatlon that after a 
hundred years the income tax never exceeded 6 percent, and the “early 
complaints against the inguisitorlal character of the tax have long since 
weli-nigh completely disappeared.”* That observation, of course, looks 
ludicrous today. But in 1911, how could one have predicted otherwise? 

During the nineteenth century the German states were also experi- 
menting with income taxation. Ünlike the British, the Prussian system 
summoned taxpayers before revenue authorities for examination. All 
taxpayers were reguired to declare and pay their tax. Prussian surveil- 
lance was so extensive that one German legislator declared, “The coun- 
try is covered with a perfect system of espionage.” But Prussian oppres- 
sion was of no concem to the democratıc West. Seligman dismissed the 
Prussian system as an aberration. Such an inguisitorlal system “would 
be impracticable almost anywhere else...nowhere else are the people 
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so meek in the face of officialdom. In no other country in the world 
would it be possible to enforce so inguisitional a procedure as we have 
learned to be customary in Prussia.” 

In a few short years this observation by the leading tax expert in 
America would be contrary to the course of development of almosi 
every income tax system in the world. The very worst fears of the 
alarmist in the Napoleonic era would come to pass. The spirit of Brit- 
ain's modest income tax law would become outmoded and unworkable; 
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The Germans like cartoons depicting taxpayers being crushed in one form or another. 
This cartoon dealing with the income tax in Germany in the nineteenth century involved 
a tax rate of 8 percent maximum. The burdens were the result more of the way the tax 
was administered than of the rates. 
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A hundred years later (1967), a German taxpayer is again crushed by a huge press. 
German readers should recognize Chancellor Kiesinger with the bucket and the Ministers 
of Finance (Strauss) and Economics (Schiller) turning the screw. The caption reads: 
“Wait, and you will have a second economic miracle.” 


while the spirit of the Prussian income tax system would soon infect 
every high tax natlon on earth. In short, the British invented the form 
of our modem income tax laws, but the Prussians gave us the muscle 
by which they now operate. 

The French income tax story followed a course unlike that in Britain. 
Even though the income tax was the tax that beat Napoleon, it wasn't 
until the middle of World War I that the French got around to adopting 
the British income tax system. The main reason can be traced back to 
the French Revolution, which was a revolution rooted in a rotten tax 
system. As bad as the Revolution was with 1ts overtime operation of the 
head slicer and the psychopaths who for a time directed that homicidal 
monster, it did produce a revulsion to bad taxes that lasted a hundred 
years. The French debated, proposed, discussed, and cussed the income 
tax throughout the nineteenth century. The progressive rate idea was an 
outrage of Injustice and they would have no part of it; the inguisition 
the tax reguired was no less outrageous and they wanted no part of that 
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either. So no matter how productive the tax may be, they would be de- 
feating the very purpose of the Revolution if such a monster were insti- 
tuted. 

Since the Revolution and after Napoleon, the French did have an in- 
come tax of sorts, but most of all they had principles of taxation that 
had to be followed. The income tax would have to comply with those 
principles: 


I. A tax mustbe ona thing, nota person. 

2. It was, so far as possible, an estimated income tax. The taxable 
income was not the exact or true income, but a mean income, the 
average income of a given estate or a given business over a span 
of years. 

3. The taxable income was ascertained from without, by means of 
external signs (how prosperous one looked), in other words, your 
presumed income. The idea of a declaration setting forth your in- 
come, with punitive provisions, was to the Frenchmen, intolerable, 
an interference with the liberty of the citizen. 


In short, the tax system bore a strong sense of individualism that was 
founded on the ideas of the Revolution. It was a system of taxation 
made for a nation of small proprietors, of manufacturers and traders on 
a small or moderate scale, each one firmly entrenched in his farm, shop, 
or business, and very jJealous of his rights and looking on the State as 
an enemy. It involved, most of all, the minimum of contact between the 
tax man and the taxpayer, with a maximum of freedom for the latter. 
For a century, until the harsh demands of World War I, France actually 
did what is usually the impossible—they made the tax system subordi- 
nate to liberty. The Great War ended all that. By the War's end, the 
Frenchman had his income tax form with the usual array of “schedules” 
that British style income taxation reguires. 

It was during this anti-income tax period that the French gave to 
America the Statue of Liberty. At that time both the Americans and the 
French looked upon inguisitional income taxation as anathema to lib- 
eriy. Öne wonders, would the nineteenth-century Frenchman have made 
such a gift if America had had an inguisitional tax in operation then, as 
it does today? 
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Scaffolding for Plunder 


If the graduated system of I per cent to 80 per cent is not a “scaffolding 
for plunder” I should like to know what it is. 


—lJames Coffield, A Popular History of Taxation (London, 1970) 


The year 1894 may have been civilization's most important tax year. 
Britain adopted new death duties with progressive rates, and the United 
States adopted an income tax. The progressive rates in Britain soon ap- 
plied to income taxation everywhere. The taxing habits of civilization 
would never be the same again. In the Ünited States the income tax and 
the estate tax would soon revolutionize society. The connection between 
the real 1894 and Orwell's fictitious 1984 may turn out to be more than 
a transposition of numbers. If Orwell's society, with its all-seeing Big 
Brother, comes to Western civilization, the roots of that monster may 
be traced to the tax laws of 1894. 

We have two distinct forms of death taxation—inheritance taxes and 
estate taxes or death duties. An estate tax or duty is levied against the 
estate of a deceased person, with little regard for the beneficiaries. In 
contrast, an inheritance tax looks at the beneficiaries and taxes them at 
varying rates depending on their kinship to the deceased. 

Modem inheritance taxes came from the Dutch, who patterned their 
taxes after the Romans. Children and wives were exempt; brothers were 
taxed at 5 percent; and the rates increased for more distant relatives. 
Strangers paid 30 percent. Dutch style inheritance taxes were copied by 
the British to finance the war against American independence. The Brit- 
ish prime minister, Lord North, was a disciple of Adam Smith, who 
espoused inheritance taxation. Parliament fixed the tax rates at 2 percent 
for legacies to brothers and 6 percent for gifts to strangers. This tax only 
applied to beguests of personal property, not real property, thus it is 
sometimes called a legacy tax. Later, children were taxed atl percent as 
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the rates increased for everyone else with a 10 percent tax for strangers 
at the top of the scale. It is remarkable that this format has been copled 
almost word for word in the inheritance laws in most of the states in the 
Ünited States. Outside the United States, inheritance taxes have been of 
mixed importance. Many countries, such as Canada and Australia, have 
abandoned them. 

Estate taxes were popular in the Middle Ages. A 25 percent estate tax 
was not uncommon against a wealthy Jew. Peasants gave their lords the 
best cow of a deceased member of their household. As we observed, the 
cow Was usualiy given back to the peasants as a gesture of good will 
and common sense. In the higher reaches of medieval society, the heirs 
of a nobleman paid the king a year's income from their inherited lands. 
In return, the king bestowed aristocratic status on the heirs. 

Modern estate taxation is of British origin. The tax can be traced to 
the Stamp Act of 1694. Legal documents reguired stamp taxes and this 
included the “Letters” of an executor. “Letters Testamentary” were is- 
sue€d to every executor by a probate court, pursuant to a directive in a 
will. Executors were reguired to affix a revenue stamp on their letters 
of appointment. In 1853, Gladstone tried to rid the nation of income 
taxation by making the stamp tax for executors more productive and 
eguitable. By 1881, the executor's stamp tax became an estate duty. A 
tax of 3 percent of the value of an estate became the rate for the new 
tax. Real property was valued at its rental value rather than its true 
value. The scope of the tax was expanded to cover trusts, joint tenancy 
estates, and life estates. With these changes the modern estate tax was 
just a step away. 

In 1894, Sir William Harcourt finished what Gladstone started. All 
property was valued for what it was worth at progressive rates ranging 
irom | to 8 percent. The basic format for Harcourt's Estate Duty has 
remained unchanged and has been copied in the United States. The top 
rates are now 35 percentin the United States and even higher in Britain. 
This direct wealth tax is a Grim Reaper for the super-rich. The only way 
great wealth can survive is through careful estate tax planning. In Eu- 
rope, rich Englishmen take up residence in a tax haven, such as Jersey 
or Monaco. In the United States, private foundations were a favorite. 
The foundation permitted the heirs of a wealthy estate to manage the 
holdings of the estate for charitable purposes, but with a considerable 
amount of latitude and discretion in managing these funds and proper- 
tles. In 1969 Congress reguired private foundations to act like public 
charities. Detailed regulations and tax penalties were enacted to prohibit 
the foundation from becoming a family show. The super-rich in 
America who established private foundations discovered that they had 
walked into a trap. Wealthy Europeans in tax havens had absolute own- 
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ership over all their family wealth, while rich American families had 
lost everything by trusting in the benevolence of the Congress. 

The income tax in Britain in the Napoleonic era had progressive rates. 
When Peel and Gladstone restored income taxation they used a single 
rate for everyone; otherwise, the law would never have passed. They 
sweetened the administration of the tax by providing for withholding at 
the source whenever possible. When Harcourt asked for progressive 
rates on estate duties, the guestion asked in Parliament was: Did the 
honorable Chancellor intend to introduce progressive rates for the in- 
come tax as well? Harcourt said no—emphatically no! Withholding at 
the source accounted for 75 percent of all income taxes, which elimi- 
nated much of the evil inherent in income tax administration. If rates 
were progressive, the benefits of withholding would be lost: 


There is no inguisitional prying into the ways and means of each individ- 
ual. You do not demand the sight of his cash book or his pass book but the 
tax is deducted in the majority of cases from the income before it reaches 
him.. . measures of penal discovery and irritating inguisition which re- 
guires the determination of every man's income from all sources would 
render the collection of the Income Tax so odious as to imperil its exis- 
tence and in all probability make it impossible to maintain the tax. 


Harcourt's reply to the Commons allayed their fears that progressive 
rates might be applied to income taxation. For an estate tax, progressive 
rates involved no additional investigation or “inguisitional prying.” 
There was still stiff opposition to progressive rates from a former Chan- 
cellor of the Excheguer, who condemned the idea with these words: 


But where are you going to find a standard of what it isrighttotake?.. . 
I think the standard will vary from Parliament to Parliament and from ma- 
jority to majority; and the principle of taxation will depend on the wave of 
public opinion, and not on eguality of taxation which has been insisted 
upon in Our finances.... lam anxious that this graduation should not be- 
come a kind of scaffolding for plunder.... there is the possibility of in- 
flicting injustice after injustice because you will have no standard to guide 
you—no landmarks to place along this road of taxation.! 


The resistance to progressive rates finally succumbed in 1910 when 
Lloyd George pursuaded Parliament to introduce a “super-tax.” This 
surtax, as we Would call it today, had special commissioners and was 
assessed on incomes over £5000. The rates were very modest, just a few 
percent. George argucd to the Commons that the rich wouldn't mind, 
and there was “no real resentment against this proposal..... We have 
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not made it oppressive. We have made it perfectly fair. The graduations 
are guite gentle.”? 

Thus by 1910 British income taxes evolved in form to where they are 
today, and that same form has spread throughout the world with little 
real change except for greater and greater complexity, and greater and 
greater progression, until the “guite gentle” graduations have become 
brutally severe, and consent has evolved into extortion. In short, Dr. 
Jekyll has become Mr. Hyde. 

Congress adopted an income tax in 1894, the year of Harcourt's Es- 
tate Duty. The Americans who fought this peacetime income tax hada 
super-weapon the British did not have—they had the Constitution on 
their side. 

America's first income tax was adopted in the Civil War, and as we 
noted, it was repealed after the war ended. In the 1880s a populist move- 
ment developed among farmers and workers who objected to high cus- 
toms taxes that increased prices and injured the consumer. An alterna- 
tive to high customs was an income tax, British-style. Opposition to the 
income tax was emotional. The famous John Stuart Mill, who was as 
popular in America as he was in Britain, said that the tax was a “mild 
form of robbery.” Two congressmen charged that the tax was “a pun- 
ishment for the rich man for being rich,” and that it was “defensible on 
the same ground the highwayman defends his acts.” Another said it was 
devised by “the professors with their books, socialists with their 
schemes and anarchists with their bombs.” These harsh words were not 
without some foundation. Karl Marx was a strong advocate for high 
progressive income taxes. 

The 1894 income tax law taxed all income in excess of $4,000 at 2 
percent, and $4,000 in 1894 was like $80,000 today. As a result, 98 
percent of the people were tax-exempt. The law was immediately at- 
tacked and challenged in the courts. Within a year it was before the 
Ünited States Supreme Court under the title Pollock v. Farmers Loan 
and Trust Co. The reports of the hearings and rehearings almost fill a 
full volume of the Supreme Court reports. It was the most talked-about 
and celebrated case of the period. In the closing arguments before the 
court, a lawyer summed up the importance of the case in these words: 


No member of this court will live long enough to hear a case which will 
involve a guestion more important than this, the preservation of the funda- 
mental rights of property and eguality before the law, and the ability of the 
people of the United States to rely upon the guarantees of the Constitution. 
... There is protection now or never.? 


This charge to the court was not unreasonable even though the tax 
was only 2 percent. The issue at stake was whether or not a special tax 
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A Harper's magazine cartoon in 1878 bitterly attacks the income tax law proposed after 


the Civil War. The cartoonist shows Liberty with a millstone around her neck and the 
badge of “slavery,” borrowing from the ideas of Montesguleu's The Spirit of Laws. 
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could be directed against a small minority within the country. The long- 
range conseguences were significant. As one lawyer argued, if the rate 
was 2 percent today, it could be 20 percent tomorrow. No one suggested 
it might be 9l percent tomorrow; that would have been laughed out of 
court as an appeal to the absurd. But tax laws which are productive of 
revenue have a tendency to become absurd. Another lawyer argued that 
“the fundamental principle at stake was whether or not the Ünited 
States would be a land of eguality in taxation.” For, once you decided 
that the many could tax the few, it would be impossible to take a back- 
ward step. 

The majority of the court decided the case on the technical guestion 
of whether or not the income tax was a “direct tax” and therefore had 
to be apportioned among the states by population. A tax on real prop- 
erty was a direct tax; conseguentiy, a tax on the income from real prop- 
erty was also direct, and this rendered the whole tax law unconstitu- 
tional. 

The eguality issue was discussed, but not ruled upon. The majority 
opinion said that taxation which is wanting in uniformity and eguality 
would be a taking of property without due process of law. Justice Field 
decided the case upon the eguality issue. The immunity from tax of 98 
percent of the population was arbitrary, without justification, he said, 


Such favoritism could make no pretense to eguality; it would lack the sem- 
blance of legitimate tax legislation..... Under wise and constitutional leg- 
islation, every citizen should contribute his proportion, however small the 
sum, to the support of government, and it is no kindness to urge any of our 
citizens to escape this obligation.* 


The great Justice John Harlan wrote a dissenting opinion upholding 
the tax; it was not a direct tax at all. He felt the $4,000 exemption was 
not unreasonable, but he cautioned that if it got out of hand and became 
legislative plunder “under the guise of taxation,” it could not stand.” 
Exemptions from tax were “dangerous” and “most liable to objection, ” 
said Harlan. There is no guestion but that the entire Court took its con- 
stitutlonal duty to scrutinize taxation very seriousiy. Today, that is an- 
cient history. Justice Field's above comment that tax laws should come 
from “wise and constitutional legislation” has been replaced with Pres- 
ident Carter's self-evident comment that the Internal Revenue Code is 
“a disgrace to the human race.” 

The advocates for income taxatlon pushed the Sixteenth Amendment 
through the state legislatures which gave Congress the power to tax in- 
come without apportionment. This new amendment succeeded because 
of assurances the rates would never exceed a few percentage points. 
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The income tax law of 1894 was not only attacked in the courts, it was evaded by the rich. 
This 1895 cartoon shows three of America's richest citizens brought before the Internal 
Revenue Bureau with evasion money stuffed in their pockets. Hetty Green was reputed to 
be the richest woman in the world; she held a seat on the New York Stock Exchange. 
Russell Sage and George Gould (son of Jay Gould) were great railroad tycoons as well as 
stock wheeler-dealers. 


Shortly thereafter, Oliver Wendell Holmes made his famous statement 
that he liked to pay taxes because “with them I buy civilization.” The 
guestion that first comes to mind is, what kind of a civilization did he 
buy and for what price? The tax rate at that time was in the | percent to 
10 percent range. For this Holmes bought a very stable civilization and 
a government Without a vast spy network to collect taxes. The income 
tax of that day was very much of an honor system with rates that were 
fair and reasonable for all. The America of his day wasn't trying to 
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police the world, fight offensive wars, nor was it trying to tax and spend 
itself to death. Holmes got a bargain for his tax dollar—no wonder he 
liked to pay. 

Holmes wasn't the only person who liked to pay taxes. When the first 
income tax law was enacted, some paid the tax even if they didn't owe 
anything. They wanted to pay something towards the costs of the gov- 
ernment they enjoyed. Of course, we are talking about a | percent bot- 
tom rate.“ The cartoon below appeared in Life magazine on the first 
filing date. 

The rich were not so enthusiastic. They were the targets, and like an 
animal in a slaughter house, they may have sensed that, without any 
controls, progressive rates would easily produce legalized extortion. In 
1894, The Times, commenting on Adam Smith's The Wealih of Nations, 
wrote: “When the rule of arithmatical proportion is broken the door is 
open to extortion.” The cartoon on the next page from an lowa newspa- 
per says it all. 


Odious Arbitrariness 


The moment you abandon the cardinal principle of exacting from all indi- 
viduals the same proportion of their income or of their profits you are ata 
sea without a rudder or compass and there is no amount of injustice and 
folly you may not commit. 


When Madison predicted in The Federalist, No. 10 that in a democ- 
racy the majority would over-tax the minority, the Framers thought they 
had provided against that truism by the constitutional provisions of ap- 
portionment and uniformity. Madison's conclusion, which scholars 
have never guoted, was “The majority... must be rendered... unable 
to concert and carry into effect schemes of oppression.” There is proba- 


The income tax law was the “Law,” as this Life magazine cartoon reveals. 
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Initially, the income tax was class legislation against the rich, as this 1914 Des Moines, 
lowa, cartoon clearly depicts. In time, it has proven the truth of the old adage that when 
you dig a ditch for your neighbor to fall into, you will likely fall in yourself. 
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biy no scheme of oppression in taxatlon more effective than runaway 
progressive rates. Our original 7 percent income tax rate in 1916ran to 
over 90 percent within the next thirty years, and if there ever was legis- 
lative plunder “under the guise of taxation,” as was Justice Harlan's 
concem, this was it. It happened simply because the tax makers were 
unrestrained by constitutional standards—they became like a ship with- 
out a rudder, and there has been no limit to the injustice and folly they 
have committed. The early critics of progressive rates have been 
prophets. 

Louis Thiers, one of France's leading political leaders of the nine- 
teenth century, said, “In this I perceive a principle. Proportionality is a 
principle, progression is simply an odious arbitrariness.”8 Another critic 
of this period put the matter in simple terms: “What would you say of 
a baker or a grocer or any merchant who would demand for the same 
commodity a price varying with the wealth of the purchaser.”? 

To bring that analysis down to even more earthy terms, a congress- 
man during the Civil War era made this comment in a debate on taxes: 
“The tax is very much like a boil that a man had on his nose. He com- 
plained of its being there very much, and his friend asked, “Where else 
would you want to have it?” He thought for a while, and then answered: 
“Well, I believe I would rather have it on some other man's back.” ”!9 

The history of tax making for the past five thousand years can be 
summarized in simple terms: How much of my taxes can I shift off on 
someone else? To prevent this, political thinking in the early modern 
period found support in the concept of taxation by consent. Franky, 
there is nothing wrong with 90 percent tax rates upon any class of tax- 
payers, as long as they, as a class, consented, for there is a maxim of 
the law that they who consent cannot be injured. There was nothing 
wrong a few centuries ago with taxing Jews at four times the rate of the 
Christlans—providing the Jews themselves consented (they didn't). In 
point of fact, it was the Christians who consented for and on behalf of 
the Jews. One of the rationales for representative democracy 1s that the 
representatives must accept for themselves whatever burdens they put 
upon their people. I wonder how the tax rates would have faired if every 
congressman had to pay the highest rates they put on the backs of a few 
of their constituents? 

How then, did the Supreme Court come to approve progressive tax 
rates? They didit in the case of Knowlton v. Moore, and they handled 
the problem of legislative plunder, or the “scaffolding for plunder” 
with this comment: 


The grave conseguences which it is asserted must arise in the future if the 
right to levy a progressive tax be recognized involves in its ultimate aspect 


Scaffolding for Plunder 371 


the mere assertion that free and representative government is a failure, and 
that the grossest abuses of power are foreshadowed.!! 


This oft-guoted remark has no foundation in history. It represents a 
childish view of the democratic process. Compare this view with that 
of Judge James Kent, the leading legal scholar in the Ünited States in 
the early nineteenth century, who spoke to the delegates at the New 
York Constitutional Convention in 1821, warning them of the inherent 
dangers of the democractic process with respect to taxation. In a democ- 
racy, he said, there is a tendency to 


jeopardize the rights of property and the principles of liberty.... Liberty 
rightly understood, is an inestimable blessing, but liberty without wisdom, 
with injustice 1s no better than wild and savage licentiousness.... We have 
to apprehend the oppression of minorities, and a disposition to encroach 
on private rights...andto weaken, degrade, and overawe the administra- 
tlon of justice; we have to apprehend the establishment of unegual and 
conseguentliy, unjust systems of taxation and all the mischiefs of a crude 
and mutable legislation.'? 


Did not all these fears come to pass with the progressive tax rates of 
the twentieth century? Is not the view of the Supreme Court oblivious 
to five thousand years of recorded history? To the reality of class poli- 
tics in tax making? Of Madison's assertion that in tax making there is 
an inherent “temptation” on the part of the “predominant party to tram- 
ple on the rules of justice” ?!3 

Not all the jJustices were so naive. Justice David Brewer was a great 
champion for uniformity and he felt it applied to tax rates and percent- 
ages. He dissented. His position a year before in an inheritance tax case 
was stated a year before: “The tax must be uniform on a particular arti- 
cle, and it 1s uniform within the meaning of the constitutional reguire- 
ment, if it is made to bear the same percentage over all the United 
States.” Progressive rates were a vice, he said, because it creates “a tax 
unegual because not proportioned to the amount of the estate; unegual 
because based upon a classification purely arbitrary, to wit, that of 
wealth—a tax directly and intentionally made unegual.” Justice Brewer 
makes the further—and most intriguing—observation that the majority 
of the Court “conceded that if this were a tax upon property such in- 
crease in the rates of taxatlon could not stand.”!* Thus, in 1898, the 
Supreme Court would have ruled against progressive rates outside of 
inheritance taxes. 

The first income tax law after the Sixteenth Amendment started out 
with low progressive rates, with a 7 percent maximum. As was expected 
the guestion of constitutionality was promptly taken to the Supreme 
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Supreme Court Justice David Brewer, the last of the surviving justices who believed 
progressive tax rates violated the Constitutional commands of uniformity and eguality. 


Court. The Court disposed of the guestion with not much more than a 
“one-liner.” The assertion that progressive rates were unconstitutional 
in income taxatlon was without merit, having an “absolute want of 
foundation in reason.”'5 As soon as the Court's decision was handed 
down, legal scholars started hammering away at the Court's position. 
They were almost dumbfounded at the case with which the Court side- 
stepped what they believed should have been the most important tax 
case in the history of the natton—“'a guestion of very grave impor- 
tance,” said the prestigious Yale Law Review. “In the opinion of a great 
many lawyers this feature of the income tax Vviolates that principle of 
eguality which reguires that all taxable income, so far as amount is con- 
cerned, be treated alike.” 9 

Defenders of the Court came forth with logic reminiscent of the spe- 
cious logic used a few years before by the supporters of segregation. 
The bastardized concept of “separate but egual” would make segrega- 
üon compatible with eguality, and now a bastardized concept of “egual- 
ity of burdens” would make progressive rates egual. If, by a progressive 
tax rate, the state confiscated everything a man earned above bare sub- 
sistence, this would make him egual with the man who only earned 
enough to subsist on and paid no tax. In the end, everyone would be 
egual by being reduced to the poverty level. 
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The Supreme Court decision became very conspicuous, not just be- 
cause of its refusal to really face the issue of eguality and uniformity 
demanded by constitutional principles, but because a host of state court 
decisions had rejected progressive rates, as was pointed out by the Yale 
Law Journal and other legal scholars.'7 Forty years later, in the 19505, 
constitutional experts were still castigating the Court for its 1916 deci- 
sion. The scholarly treatise, The Uneasy Case for Progressive Income 
Taxation, published by the University of Chicago in 1953, started the 
debate all over again. The Yale Law Journal put the issue of eguality in 
easy to understand, common sense logic: 


The principle of eguality in taxation is in itself so just and so reasonable, 
and so generaliy has it been acguiesced in, that no argument is needed to 
sustain the position that the legislature in deliberately violating this princi- 
ple does nothing else than convert what purports to be a statute law into 
an exercise of arbitrary power, which in reality is no law at all. When the 
guestion is put, does a graduated tax conform to the rule of eguality, but 
one answer can be returned.!8 


Supreme Court Justice Stephen J. Field, in the Pollock Case, twenty 
years carlier, put the principle in issue in more ominous terms: “If the 
Court sanctions the power of discriminating taxation and nullifies the 
uniformity mandate of the Constitution ... lt will mark the hour when 
the sure decadence of our government will commence.”!9 

Finally, Knowlton v. Moore and the decisions of that time, which ap- 
proved graduated tax rates based on wealth, were really political deci- 
sions in keeping with the temper of the times. Enormous wealth had 
been accumulated by the Rockefellers, the Vanderbilts, the Astors, rail- 
road tycoons, and “robber barons,” as the super-rich were sometimes 
called. They were an extremely unpopular and despised minority whose 
great wealth gave them aristocratic status and power. lt was believed 
that heavy taxes on this wealth were necessary for the health of the 
country. Edward Bellamy's book, Looking Backward (1888) was popu- 
lar everywhere. There were “Bellamy Clubs” which extolled the vir- 
tues of socialism and his vision of a new utopian-socialist society. 
Looking Backward even found its way into one Supreme Court opin- 
ion.” It is interesting to note that sixty years later, an infinitely wiser 
world saw the socialist state more like Orwell's 7984, not Bellamy's 
Looking Backward. At that time socialism seemed to be the song of the 
future, and the Supreme Court got the message and danced to its tune. 
A few years before, the Court had no trouble reconciling racial discrim- 
ination with eguality, so reconciling wealth discrimination with unifor- 
mity was achieved with ease. Still, there may have been a little tinge of 
guilt, for it took the Court seventy pages torip the guts out of the unifor- 
mity clause. 
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How a Good Tax Goes Bad 


There is a large measure of totalitarianism even in the freest of free socie- 
Hes. 


—Eric Hoffer, The Passionate State of Mind, 1955 


The income tax as it has evolved can be likened to a dirty industrial 
smelter that does an efficient job of refining an ore that is essential for 
society, but which pollutes the air, poisons the streams, and kills the 
forests. These direct side effects will be tolerated if the refined ore is 
essential and if no cleaner method is available. Like the dirty smelter, 
we pollute the social order with our income tax system. We seek a soci- 
ety in which eguality, integrity, and liberty abound, but the income tax 
pulls us in the opposite direction. Instead of eguality we have ineguality, 
intentionally and deliberately fostered upon us. Instead of integrity we 
have fraud. İnstead of liberty we have totalitarian surveillance and in- 
guisitions. İn short, the income tax is a dirty tax and the more we have 
demanded of it the dirtier it has become. We are stuck with it because 
we have not taken the time to either clean it up or develop something 
better. We are living in a time when we need heroic leadership in mat- 
ters of taxation and expenditure; otherwise, our descendants in the year 
A.D. 2200 may be looking back at us trying to figure out what went 
wrong, just as we look back at imperial Spain and the Netherlands to 
see what caused their decline. In looking for clues, like wise historians, 
our descendants will take a hard look at our cartoons and caricatures. It 
was Ralph Waldo Emerson who astutely observed: “Caricatures are 
often the truest history of the times.” 

Our descendants will discover that every March and April our news- 
papers and magazines carry articles admonishing taxpayers to pay their 
coming income taxes with a heart that is pure. At the same time, these 
historlans will note, cartoons appear which express what no writer 
would dare say. I have shown in this chapter some common types of 
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TRLE MAGAZİNE 


“Just tell him it's about a matter that's something like pulling teeth” 


With the income tax came a new style of cartoons, which to some degree replaced the 
more sober caricatures of the seventeenth to nineteenth centuries. The IRS agent becomes 
the center of attention with his off-the-cuff humor about Mr. Average Taxpayer, as this 
old Bureau cartoon shows. More of interest, however, are those cartoons that say in 
pictures what many publishers would not say in words. 


cartoons. İn the cartoons that follow, Type I makes light of petty tax 
fraud. The taxpayer has been called in for guestioning. He has been 
caught straining the law in what are petty tax frauds. The agent 1s a kind 
of nice guy and the whole episode is treated lightly. 

In Type ll the IRS 1s portrayed as an American Gestapo. These car- 
toons contrast with the previous ones. When called for an audit, the 
taxpayer is scared out of his wits by an agent who is anything but a nice 
guy. Even on the street when casually meeting a tax agent, our taxpayer 
tries to hide by climbing a tree. In this class of cartoons, petty evasions 
produce terror. Our current capacity for humor about abusive tax ad- 
ministration is a peculiar phenomenon of our age. When Benjamin 
Franklin attacked British tax men as “indiscreet” and “insolent” he was 
calling for rebellion, while we make a joke of such matters. Contrast 
Franklin's remarks with this spoof from the Washington Post Magazine: 
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Type I: The IRS nice guy with petty evasions. 


In a sweeping post-coup reform move, Gorbachev abolishes the Commu- 
nist Party and fires thousands of entrenched hard-line Kremlin bureau- 
crats, all of whom are immediately hired by the Internal Revenue Service.! 


Type 1lI, the oldest types of tax caricatures, still popular today, show 
taxpayers being crushed in a press. This simple cartoon (Type IV) 1s 
not a very dominant theme of cartoonists, but for just about every class 
of taxpayer it has an appeal. lt indicates what taxes really are— 
confiscatlon of property. And unless a system 1s meticulously fair and 
egual for all, it will easily degenerate into the minds of many as legal- 
ized robbery. Historians looking back to Rome or many other heavily 
taxed societies have often used a term like robbery, or legalized theft, 
to describe the system. Will historians of two hundred years from now 
use that same term for us? If they look hard enough at the innumerable 
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Type II: IRS Gestapo. 


cartoons, they will find support from our times. Furthermore, if they 
have affection for Adam Smith and John Locke, or many of the other 
writers of the Enlightenment, they will find philosophical support for 
the view that any tax lacking bona fide consent is extortion. 

The political cartoonists of every age perform an invaluable function 
for the historian. In tax affairs, they let historians of the future know 
exactly what the people felt. In short, we make light of tax sins and 
make the tax bureau look mean and ugly. Our cartoonists reveal in a 
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simple way the national contempt and rebelliousness of the people for 
the income tax system we now have. The government is going in one 
direction, the people in another. A few years ago Commissioner Gibbs 
hired the Advertising Council (who gave us Smokey the Bear) to try to 
improve the image of IRS agents. It bombed. In the 1970s commercial 
television tried to show tax agents as police-type heroes. The series 
O'Hare, U.S. Treasury also bombed. 
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Ünfortunately, the workers in the tax bureaucracy bear the brunt of 
the people's anger as the cartoon of Type V reveals. After looking at 
the cartoons, the historians of the future will then look deeper to find 
the root causes of this contempt and decline. First, they will discover 
that: 

1. Taxpayers were in revolt. The system lost consent. 

Historlans in the future will discover a great number of books, innu- 
merable articles, and many organizations, all calling for a tax revolt in 
one form or another. This is unguestionabiy the most serious and visible 
indictment against our tax system. The tax reform movement of the 
1970s in California left a trail of books and articles and a new state 
constitutional amendment. This movement was highlighted by Howard 
Jarvis”s book, Mad as Hell, a title which expresses the way the majority 
of Californians felt. At the other extreme are the resisters who are active 
on the federal level. Unlike the Californians, they have no real ability 
to initiate constitutional changes, so they buck the system head-on by 
not filing returns, or if they do file returns, they fill them will all sorts 
of weird constitutional objections to the tax. Karl Hess is the most noto- 
rlous and admirable of the resisters. In his book, Dear America, he ex- 
plains: 


I became a tax resister, not simply because of the | Vietnam) war, not sim- 
ply because of corruption....I became a tax resister, at that particular 
moment, because | got mad and because somewhere in everybody's life 
there probabiy is a line in the real world which you will not or cannot cross 
and which, often with the sort of sudden anger | felt, you balk at, stand on, 
and fight on.? 


The life and struggles of the indomitable Karl Hess were the basis 
for a motion picture, Toward Liberty, which won an Oscar as the Best 
Documentary in 1981. Hess withdrew from the political life of Wash- 
ington, moved to the back hills of West Virginia, and proceeded to earn 
his living as a welder, exchanging his services for the necessities of life, 
almost Thoreau style. He kept speaking and writing against the IRS 
with a sharp and penetrating wit. The IRS took up the challenge and 
sent two carloads of agents to his remote cottage to snoop into his af- 
fairs. He has left posterity a remarkable collection of books and articles 
that put the tax system on trial, which, as he explains, is a fascist organi- 
zation: “If the fascists ever want to make areal run at this country, they 
already have formidable cadres in every major town.” * 

The IRS organized a full-scale attack on the resisters, starting with 
red flags on their tax files and ending with the full weight of arm agents 
from the Criminal Division. A number have been convicted and sent to 
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prison.* Unlike judges in colonial America, the current federal judiciary 
has not been sympathetic to their cause. Perhaps if they had based their 
resistance on more solid constitutional grounds, which, unguestionabiy, 
are available and rationally sound, they might have received a better 
hearing. As it is, their “Mickey Mouse” tax returns and constitutional 
nonsense have probabiy done the tax reform movement more harm than 
good. A few judges have given these resisters an option to either accepi 
the system or go to prison. Many went to prison. Whether or not the 
resisters are true patriots or simply screwbalis is hotly debated among 
the middle-of-the-road reformers. 

The tax revolt movement of our age will be clearly visible to histori- 
ans in the future. They can't help but note the weakness of the move- 
ment, somewhat like the tax revolt in France under the ancien rögime. 
It has no center, no strong national leadership; it 1s, at best, a hodge- 
podge of disorganized groups that are divided and easily conguered. 

On the positive side, the revolt is grass roots and is pervasive among 
the populace as a whole—it is a mood. It is among the rich, and many 
of them leave the country and take up residency and citizenship else- 
where. No studies have been made that indicate how many people leave 
the United States to avoid the tax system, but considering the millions 
who live abroad and who, according to the General Accounting Office 
of the Congress, don't file tax returns, the tax motive could be a major 
factor in their emigration.i 

With the poorer classes, the cash economy offers defiance as well as 
reliet. With those in the middle, it is axiomatic that most citizens, how- 
ever law-abiding in other respects, will yield to the temptation and 
evade taxes when it is easy to do so. In short, the tax revolt stems from 
public opinion that you are getting a raw deal from the tax system and 
government expenditures. This is the underlying message in the writ- 
ings of the tax reformers and resisters, the one common denominator of 
an otherwise badiy divided movement. 

You might believe that tax resistance to the income tax has always 
been with us, and that the current state of affairs is not new. Actually, 
it isnew, and that is the reason for alarm. In the 19405, Justice Jackson 
of the Supreme Court, former chief counsel for the IRS, boasted about 
how law-abiding the Americans were in reporting their income taxes— 
and that was at a time when there were very few information returns. It 
was an honor system and was held out to be such; tax resisters didn't 
exist and the underground economy was of little significance. Said Jus- 
tice Jackson: 


The United States has a system of taxation by confession. That a people 
so numerous, scattered and individualistic annually assess itself with a tax 
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ability often in highly burdensome amounts, is a reassuring sign of the 
stability and vitality of our system of government." 


What impressed Justice Jackson was the rare instances of recalci- 
trance, self-serving mistakes, and outright evasion. That, of course, is 
not the way it is today. Fifteen years later, in 1962, Commissioner 
Caplin assessed his generation in the same glowing terms: 


No other nation in the world has ever egualled this record (of voluntary 
compliance). It is a tribute to our people, their tradition of honesty, and 
their high sense of responsibility in supporting our... government.” 


Compare these observations with that of Chief Justice Neely in 1982 
that tax cheating is everywhere: 


Cheating on federal and state income tax 1s all pervasive in all classes of 
society, except among the compulsively honest, cheating usually occurs in 
direct proportion to opportunity.3 


More recentiy (1996) one of America's most respected journalists, 
David Brinkley, agreed with Justice Neely: 


The American people as taxpayers have begun in wholesale numbers to 
cheat, out of resentment of a tax system they think is unfair, too compli- 
cated and wasteful of their money. The so-called underground economy is 
growing rapidiy—people working for cash only, reporting nothing, paying 
nothing. 


What went wrong? Historically, it takes a few decades, perhaps a 
generation, for a backlash against bad taxation to bear fruit. The U.S. 
tax makers are now reaping what they have been sowing for along time. 

Some years ago when talking with my grandfathers about the income 
tax, | learnedit was a hotly debated issue when it was up for ratification. 
There was an assurance by the proponents that the rates would never be 
hign— that rates would never reach double digits. The first income tax 
law hada 7 percent maximum, which was changed to 15 percent in 
1916. In 1917 it jumped to 67 percent, then 77 percent. When these 
ultra high rates hit, high incomes guickly began to disappear, “as if by 
magic.” The Treasury reported 206 million-dollar incomes in 1916 
when the tax rate was 7 percent. In 1921, when the tax rate was 77 
percent, only 21 million-dollar incomes were reported. This means that 
9 out of every 10 million-dollar earners had vanished. 

These statistics on the disappearance of the million-dollar incomes 
vividiy illustrate the rebellion of the rich. They may have left the coun- 
try. Most likely, they arranged their financial affairs so they reduced the 
amount of their taxable income. The 77 percent tax rate was, to be blunt, 
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nothing short of extortton—at least that was the label the British gov- 
ernment would have used in the seventeenth century. The British Trea- 
sury had the integrity to label taxation that was lacking consent, extor- 
tlon.? Certainly no one consents to a 77 percent tax—even the village 
idiot knows that. We are using “consent” in a real sense. The 90 percent 
of million-dollar earners who disappeared simply expressed their non- 
consent by voting with their shoes or their wits. Not just million-dollar 
earners disappeared. In 1916, there were 1,090 incomes in the $300,000 
to $1 million range. By 1921, these were down about 80 percent to only 
220 

The broad revolt against the income tax—the emigratlıon of the rich, 
the underground economy, the inclination to evade whenever and wher- 
ever possible—all these rebellious acts against the system have histori- 
cal roots at other times and places. The meaning is clear—the income 
tax is no longer levied with the consent of the taxpayer. We have learned 
that the consent of a Congress, a Parliament, a house of deputies or 
assemblies, is not necessarily the consent of the taxpayer. When English 
kings tried to levy (with the consent of Parliament) a poll tax in the 
fifteenth century, the people rebelled, and after lengthy and repeated 
efforts to enforce this type of taxation, the chancellor of the Excheguer 
recommended that the tax be abandoned in favor of a tax the people of 
England were “most easy, ready and prone” to pay. 

A century later, Henry VI tried the poll tax. He also had to abandon 
it. After the British civil war in the late seventeenth century, Parliament 
introduced the hearth tax, which was hated by the British housewife. 
The “chimney men,” as the tax collectors were called, met strong resis- 
tance. When this tax was repealed, Parliament tried the poli tax fora 
third time. Önce again the British people rebelled. In a short time, it 
was repealed as “unsuited for England.” Three hundred years later, 
again with the consent of Parliament, Britain's dynamic Margaret 
Thatcher tried to reintroduce poll taxes and was driven from office by 
her own party after rlots erupted throughout Britain. Her successor, 
John Major, announced he would abandon the tax. It is still “unsuited 
for England.” Perhaps if the Iron Lady had studied, or been advised on, 
England's tax history, she would have stayed in office, for otherwise 
her popularity was unchallenged. 

The excise in the eighteenth century was adopted, with the consent 
of Parliament, with little resistance until the Crown tried to expand the 
tax under Walpole. There were riots and the Crown had to cancel the 
tax. A few years later, with the consent of Parliament, taxes were intro- 
duced in the American colonies. Again there were riots and strong resis- 
tance to taxes without the approval of the colonists. This time the Brit- 
ish government decided not to back down (as it had done so often in the 
past) and the American Revolution was the conseguence. 

Consent, then, must ultimately come from the people. Taxation is, 
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after all, the people's business, and when a government is out of tune 
with the people's wishes, resistance will follow. In a democracy, resis- 
tance will take the form of evasion, emigratlon, and riots. Sometimes a 
new government will be elected. In California the people took things in 
their own hands and adopted a constitutional amendment forcing the 
government to yield to their wishes. When that avenue is not available, 
as with the federal government, a long cold war of smoldering evasion 
spreads throughout the land. 

A bad tax, then, is any tax that the people don't want and won't sup- 
port. It is not up to the experts to decide the issue. What the people 
want should be the final arbiter of tax policy. When evasion is rampant, 
the government should get the message. A society bent on evasion, as 
was imperial Spain, will in time go into decline. Sometimes compulsion 
can stabilize a rebellious society, as with Rome under Diocletian, who 
solved the evasion problem by force and slavery. In a democracy, that 
is not an casy course, but governments seem to think it is good policy. 
Next we consider the second factor that future historians will discover. 

2. Our tax system was a pocket of tyranny in an otherwise free 50- 
CIeİy. 

This is a new phenomenon. The income tax system Justice Jackson 
spoke about, the system the people supported with relatively little eva- 
sion in the 1950s, was voluntary, indeed an honor system. By contrast, 
the honor system has been replaced with a system in which all taxpayers 
are under surveillance because of the strong inclinatlon to evasion. 
There is a cold-war tax rebellion, and without force, compulsion, and 
spying the revenue system would probabiy collapse. In Justice Jack- 
son's day the system had consent and was successful as an honor sys- 
tem. Today, with consent gone, compulsion is in force. 

Historians in the future will discover that in the tax system of the 
1950s no bank informed the IRS about customers” affairs. Interest was 
not reported, withdrawals of cash were not reported, and nothing that 
went through your account was photographed and held in storage for 
Big Brother to see. Real estate transactions were not reported to the tax 
man, stock transactions and dividends were not reported, income İrom 
other sources, as with independent work or services (Form 1099), was 
not reported. Only wages were reported, and that was for the taxpayer's 
benefit so he could claim a refund. U.S. Customs did not reguire a dec- 
laration of the amount of cash you carried with you, nor did they con- 
fiscate any amount in excess of the limits permitted without informing 
on yourself. It was an honor system, through and through, and it 
worked. 

The erosion of the honor system began over twenty-five years ago and 
has continued, year in and year out, until today practically everything of 
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any fiscal significance is reported to the tax man. Before this avalanche 
of tax surveillance legislation, in the 1950s it was routine for a tax audi- 
tor to begin an audit with the comment that ours was an honor system, 
which is reguired in a free society. Taxpayers usually responded posi- 
tively to this. Today, that is not the case, the honor part is gone. Does 
that also mean the free society is in jeopardy as well? 

In a way, yes. Liberty does not exist in any abstract form. lt attaches 
itself to some object. With the Swiss, it is privacy. With the founders of 
America, it was taxes. What it is today with us, is something different. 
Consider these words of Edmund Burke, on March 22, 1775, ina 
speech to the British House of Commons, trying to heal the breach be- 
tween the colonies and Great Britain: 


This fierce spirit of Liberty is stronger in the English Colonies probably 
than in any other people on earth. ... They are therefore not only devoted 
to Liberty, but to Liberty according to English ideas, and on English prin- 
ciples. Abstract liberty, like other mere abstractions, is not to be found. 
Liberty inheres in some sensible object. ... It happened, you know, Sir, 
that the great contests for freedom in this country were from the earliest 
times chiefiy upon the guestion of Taxing. Most of the contests in the an- 
cient commonwealths turned primarily on the right of election of magis- 
trates.... The guestion of money was not with them so immediate. But in 
England it was otherwise.... 

The Colonies draw from you, as with their life-blood, these ideas and 
principles. Their love of liberty, as with you, fixed and attached on this 
specific point of taxing. Liberty might be safe, or might be endangered, in 
twenty other particulars, without their being much pleased or alarmed. 
Here they felt its pulse, and as they found that beat, they thought them- 
selves sick or sound. "! 


3. We terrorized taxpayers with brutal punishment. 

At the time Edmund Burke spoke, it was a felony, punishable by 
death, to consort with gypsies. In 1726, the British Parliament passed 
the Waltham Black Act, as a means of checking evasion of taxes. Death 
was the punishment for anyone found at night with a blackened face or 
disguise (the common dress of smugglers). Defacing Westminster 
Abbey was also a felony, punishable by death. In early America, our 
most celebrated Massachusetts Bay Colony, in its Laws and Liberties 
of Massachusetts (1648), states, “a WTTCH, that is, hath or consulted 
with a familiar Spirit, shall be put to death.” We know all too well about 
the execution of the witches of Salem, which was no isolated event. 
“Blasphemie” was also punished by death. We have the record of a case 
of a woman put to death for saying, “Jesus was a bastard and II can 
prove it by the Bible.” Obviously, the term “liberty” did not include 
the liberty of religious expression or practice. As might be expected, 
adultery was also punished by death. Homosexuals were likewise put to 
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death. The tax system, on the other hand, which included wealth and 
poli taxes, had no criminal sanctions. 

With Common Law, a sharp distinction was made between real crime 
and offenses (not crimes) which were manufactured by the state. These 
“positive” offenses, as they were called, were deemed to be “artificial” 
and not part of the natural order of things. It was Blackstone who 
pointed out that the use of criminal sanctions against tax evaders was 
wrong, as the offender was “guilty of no natural, but merely a positive 
offense.”!? 

In the former Soviet state, totalitarianism for most citizens did not 
come from the KGB. The major tool for control over all citizens, like 
in America, came from fiscal crimes. If a person needed a life-saving 
drug, the doctors directed the family to the black market where the drug 
could be bought. The hospital will administer it. Not all fiscal crimes 
are so noble. Most Russians had to live on the dark side of the law to 
obtain the products and goods missing from state stores. As a result, 
just about anyone could be arrested at any time. While the probability 
of arrest was low because everyone was breaking laws, the sense of 
criminality was strong, casting a shadow of fear and paranolia over the 
land. 

David Shipler, bureau chief for the New York Times in Moscow for a 
number of years, made this observation: 


From the viewpoint of political control, it must be convenient for the au- 
thorities to have most Soviet citizens in a constant state of illegality, al- 
ways arrestable on apolitical grounds. Tangled in webs of indebtedness, the 
individual feels frail against the massive righteousness of the state. ... 

Because so much of ordinary life is enveloped in vast areas of illegality 
. . . Vilifiledin the official press...crime... becomes both serious and 
light, grave and ubiguitous. It stirs revulsion and a sly, winking envy. And 
the concept of crime becomes blurred, disorienting, until synthetic crime 
and regular crime fade in and out of one another, melting into a vague 
mash of disreputable acceptability."? 


Consider this in the light of our innumerable criminal tax statutes 
which make almost any disobedience to a tax law potentialiy a felony. 
Our criminal tax laws are no different than Sovliet fiscal laws, with “citi- 
zens ın a constant state of illegality.” As an IRS agent said in the de- 
lightful book, The April Game: 


I nodded, then made a production of pulling a small black notebook and 
pen out of my inside breast pocket. “May | have your name sir?” That got 
him. It almost always does. There is hardiy an American citizen above the 
poverty level whose tax conscience is so completely clear that he isn't 
scared of being audited.!'“ 
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This interesting episode is not at all unusual because it is part of a tax 
agent's training. İt does show that our tax bureaucracy is, indeed, like a 
miniature Sovlet state with the power to intimidate just about everyone, 
and this because of the synthetic crimes Congress has manufactured to 
make these tax police, especially the IRS criminal division, masters of 
the art of intimidation. 

There are millions of people every year who receive income that is 
not reported, which is the reason for what is called backup withholding 
for interest; there are vast numbers who get caught now that part-time 
service income produces the Form 1099. No one gets punished, al- 
though most of the time the omission is willful. Not even harsh civil 
penalties are assessed. A letter goes out from the IRS with a tax bill and 
most taxpayers wisely pay the tax. The punitive provisions are not ap- 
plied. If they were, especially the criminal provisions, what would 
happen? 

In the first place, we would have to build more courthouses, hire more 
judges and probation officers, and build more jails. The criminal arm of 
the IRS would reguire an increase in personnel tenfold. 

The tragedy of this state of affairs cannot be over-emphasized, espe- 
cially in a nation that condemns other totalitarian states for secret po- 
lice, domestic spies, and even fiscal police-type bureaucracies that have 
the power to punish just about anyone, at will. Throughout most of 
Western civilization where tax evaslon is a crime, fines are almost al- 
ways levied. In Canada, for example, where tax evasion convictions are 
about ten times as high as in the Ünited States in relation to populatıon, 
less than three out of a thousand convictions ever see a jail, and then for 
short terms. In Germany one of the cabinet ministers, Otto Lamsdorff 
(economic minister), was indicted and convicted for evading 1.5 million 
DM (about a million dollars). He was fined 180,000 DM, and immedi- 
ately thereafter was re-elected to the Bundestag. He called the trial an 
“inconvenience.” Two others were convicted with him, one man was 
the chairman of the Dresdner Bank. For evading 1.6 million DM, the 
bank chairman, Hans Friderichs, was fined 61,500 DM. The trial was 
lengthy, involving over eighty witnesses.'” 

By contrast, tax evasion convictions in the Ünited States, though rare, 
occasionaliy produce barbaric punishments. In December 1988 the As- 
sociated Press reported that a Kansas judge named Dean Whipple 
handed down a thirty-year prison term to a lady named Trula Walker 
for evading a million dollars in taxes. Her husband got twenty-five 
years. Trula would have fared better if she had robbed a federal bank (a 
savings and loan?) at gunpoint and stolen a few million in cash. Com- 
pare Trula's thirty years, and Leona Helmsley's four years in a peniten- 
tlary, with Sophia Loren's thirty days in a private home for a similar- 
sIZ€d tax offense. The Kansas judge is not a rare exception. Recently a 
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Portland, Oregon, high school coach who masterminded a team of tax 
planners whose “team” exceeded the bounds permitted by law, got 
twenty-İlve years from Judge Robert Maloney. When the coach's law- 
yers trled to obtain a reduced sentence the judge held fast.!“ The coach 
too would have been better off having robbed a bank at gun point. 

The former Soviet Union and its communist cohorts were the only 
countries in the world that have a record of similar brutal punishments 
for fiscal crimes. What these psychopathic sentences show is what 
Blackstone and Montesguleu warned us about what happens when we 
make tax evaslon a crime: “People that cannot really be considered as 
bad men, are punished as villains, which... is most contrary to the 
spirit of moderate government.”'7 When historians in the future look 
back at our brutal tax punishments, they may not judge America too 
kindiy, especially in view of the recently enacted income tax law in the 
now defunct Soviet Union. The penalties for evasion are only mone- 
tary.!'8 No one goes to prison for tax sins, so citizens who evade their 
taxes won't have to wWorry about spending the rest of their lives rotting 
in a fiscal gulag, American style. 

Looking at the IRS from the inside, the stories reported by Mike 
Klein, an IRS agent on sick leave, shed light on the bureaucratic prob- 
lem. Mr. Klein became an agent when he was about fifty years old, and 
began butting heads with his superlors in the West Palm Beach office. 
His managers were “enraptured with case statistics, promotions Won 
based on how many tax summonses were issued, delinguent businesses 
seiZzed, taxes collected.” At home he lost all his friends. “My brother 
stopped calling. He said, 'You've joined the enemy.' ” 

Many of the agents loved to “bust chops ... Some were vicious— 
they'd brag back at the office, 'Boy did I make that guy jump,” or 'I 
had that woman crying when I told her Vd put her on the street with her 
kids.” One agent bragged about padlocking a man's business, and when 
the man asked how he could possibly make payment now, the agent 
said, Go get your wife to peddle |herseli|.' ” 

The most upsetting tale Mr. Klein telis is of the man who came in for 
an audit and died of a heart attack in the IRS office. “They put the body 
in a vacant office and threw a blanket overit ... then snuck him out the 
back so other taxpayers waiting in the lobby wouldn't see him. Imagine 
their reactions: You come in for an audit and go out ina box.”!9 

Recent hearings in the United States Senate (1997-98) have produced 
a number of witnesses, especialiy IRS employees who have told of out- 
rageous abuse of taxpayers by the IRS against small taxpayers who do 
not have the means to stand up to the big bully tax man. There are even 
accounts of some harrassed taxpayers being driven to suicide.” 
America, of course, is not alone. Our friendiy neighbor to the north, 
Canada, had the misdeed of its revenue officials brought home when 
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a Parliamentary commission traveled through the country and invited 
taxpayers to come to local hearings and tell of their woes. Canada 's top 
revenue minister was soon to comment that each day they were to hear 
new “horror stories,” worse than the day before. 

4. Taxes were administered through a massive system of surveil- 
lance. 

Historlans in the future will have no trouble discovering that our fi- 
nancial privacy had been destroyed by laws that enforce the tax system. 
Spying by tax bureaus is rampant throughout most of the Western 
world. One Swiss apologist noted: “Even in the non-Communist world 
there are many countries where hardiy anything private is left free of 
state intrusions, hardly anything intimate that it does not wish to know, 
scarcely any remaining bounds to its intrusiveness. ”2! 

In looking at our laws, our historians of the future are bound to dis- 
cover the Bank Secrecy Act, which is no bank secrecy law at all. It 
should really have been called a Bank No Secrecy Act. The whole pur- 
pose being to make sure everything that goes through anyone's bank 
account is recorded and made available for the government to examine. 
This is something no other country in the free world does. The present 
Chief Justice, William Rehnguist, justified the law at the time because 
it would be useful in criminal and tax investigations. Three jJustices dis- 
sented. Justice William O. Douglas attacked Rehnguist's “useful” 
logic: 


It would be highiy useful to governmental espionage to have like reports 
from all our bookstores, all our hardware and retail stores, all our drug- 
stores. These records too might be “useful” in criminal investigations. ... 
A mandatory recording of all telephone conversations would be better than 
the recording of checks under the Bank Secrecy Act, if Big Brother is to 
have his way.2 


This case, which is called the California Bankers' Association case, 
had to deal with these words from a case in 1885 (Boyd v. United 
States), which struck down a tax law that reguired taxpayers to bring in 
their records for examination: 


And any compulsory discovery by extorting the party's oath, or compel- 
ling the production of his private books and papers, to convict him of a 
crime, or to forfeit his property, is contrary to the principles of a free gov- 
ernment. lt is abhorrent to the instincts of an Englishman; it is abhorrent 
to the instincts of an American. It may suit the purposes of despotic power; 
but it cannot abide the pure atmosphere of political liberty and personal 
freedom.23 


Louis Brandeis, who's on almost every list of the greatest Supreme 
Court Justices, and whose brilliant dissents usually became the law, in 
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time, said in one of his famous dissents, that the Boyd case “will be 
remembered as long as civil liberties live in the United States.”?* Our 
future historlan will discover that the Boyd case was cited over three 
thousand times in state and federal courts in the first century following 
that decision. İf our historlan studies these cases it will be discovered 
that they were mainly dissents or opinions sidestepping, distinguishing, 
or overruling Boyd. It took a woman Justice of the Supreme Court to 
acknowledge that the Court had “sounded the death knell for Boyd.”25 
In doing So, so often, the Court was really sounding the death knell for 
a large bundle of our civil liberties. 

The Court has become basically anti-Boyd, and Rehnguist has been a 
leader in that assault. On June 20, 1986, the New York Times propheti- 
cally observed that with his appointment as Chief Justice, “we could 
have a different country, one in which our İfreedoms are less secure, 
official power less restrained.” Polite words to describe judicial toler- 
ance for fasciısm.?9 

Our future historlan will freguently come across references to the fed- 
eral tax burcau as a Gestapo. Are these comments from tax cranks, a 
few vociferous tax resisters? Or are these freguent extremist expres- 
sions the popular view of the general public? In 1975, when surveil- 
lance was much less than in the 1990s, an IRS agent wrote a best-seller, 
The April Game, with a chapter entitled, “An American Gestapo”: 


Of all the information-gathering agencies in all the world's governments, 
past or present, the very cleverest must surely be the United States Internal 
Revenue Service. That monster organization gathers more information 
about more people, does it more guietly and raises less public outcry in 
the process than any other government outfit | know anything about. 

It may be that the Soviet Union and Red China can boast of agencies 
that beat IRS on all these counts. I strongiy doubtit.... The Gestapo? Not 
a contender either.? 


Relative to Sweden, the United States doesn't appear to be the worst 
offender, but America stands out because of its vociferous love of lib- 
erty. Consider what the Swedes have to put up with. Sweden's tax men 
are permitted to use an anti-terrorist law to enforce tax administration. 
In 1976, they drove one of their most illustrious citizens into exile. In- 
gmar Bergman was arrested suddeniy while directing a motion picture. 
He was taken to Swedish tax-investigation headguarters and interro- 
gated for hours. Bergman was so upset he spent the next few daysina 
hospital. For the world's most famous director that was enough, even 
though no charges were ever brought against him. He packed his bags 
and left his homeland. Under Swedish law this Gestapo tactic can be 
used without restraint, even against those not under investigation. 

The story did not end with Bergman's voluntary exile. The Swedish 
press investigated the incident and found others were treated in the same 
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she could help their probe of director Ingmar Bergman's finances. She too was arrested 
and held for long hours of interrogation and was even denied one phone call. In her words, 
“They acted like Nazis.” 


brutal fashion.2 A fluke in the system exposed the self-employed to a 
tax of 105 percent (85 percent income tax plus 20 percent employers” 
tax). Asaresult of this adverse publicity, the government that had ruled 
Sweden for thirty years was driven from office. Thereafter Bergman re- 
turned. 

Flight and voluntary exile, like Ingmar Bergman's, has been repeated 
thousands of times in the modern world. The list of notables who have 
fled their homelands to avoid heavy taxation would read like an interna- 
tonal Who's Who. Flight is the number one device used by wealthy 
people to avoid heavy taxation. It is not as dramatic as rebellion and 
violence, or as intriguing as fraud, but it is safe and seldom illegal. In 
the declining years of the great empires of Egypt, Rome, and imperial 
Spain, the flight of taxpayers reached epidemic proportions. 

The income tax in the field of revenue can also be compared to atomic 
power in the field of energy. Both have enormous potential for good 
and evil, for prosperity and happiness. Both also have a great potential 
for destructiveness. Atomic energy for physical destruction; the income 
tax for social, ethical, and spiritual destruction. Gladstone saw the in- 
come tax as a gigantic engine for a great national purpose, to be used 
with caution. 

A look back at what the income tax has done since its beginning re- 
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veals it has been both a blessing and a curse. It has financed wars; in- 
deed it was initially a war tax in Britain, and it was the heavy revenue 
demands of war that drove the tax rates up into the confiscation sphere. 
A war tax has always done that since ancient times. It financed the war 
against Hitler, it financed the Marshall Plan, and it has financed many 
worthy programs to strengthen the social order, but it has two tragic 
wars to its credit that brought much suffering to the world. The worst 
was the American participation in World War I. Wilson thought that by 
entering the war and winning the war the world order could be restruc- 
tured to be safe for democracy and to create a League of Nations to 
ensure peace. That war had no such purpose and the peace was no peace 
at ali. 

The Treaty of Versaille brought back to civilization an ancient and 
hated form of tax—tribute. The German people defeated in battle were 
defeated again at the peace conference by forced “reparation,” which 
was a modern word for tribute in every sense of the word. This tax de- 
stroyed the fiscal economy of Germany, produced the worst inflation 
ever known, and paved the way for Hitler and an enraged German peo- 
ple willing to go to war again to recover their lost lands and empire. At 
the war crimes trials at Nuremberg after World War II, the defense tried 
to raise the issue of the injustices of the Treaty of Versaille as an excuse 
for Germany's aggression in World War II. Edward N. Luttwak, a lead- 
ing scholar at the Center for Strategic and International Studies in 
Washington, D.C., makes this disturbing observation about World 
War 1: 


The United States joined ın the fight with their fresh vast energies, prevent- 
ing the natural European outcome of a compromised peace, irremediabiy 
damaging the very structures of civilization on the Continent and leaving 
a wasteland in which both Hitler and Stalin could flourish.? 


Many Americans saw this and opposed the war. The U.S. government 
brought sedition charges against people making unpatriotic verbal com- 
plaints about the war. There were over two thousand charged, seven 
hundred convicted, with prison terms as long as twenty years. Free 
speech in America was in a dark age at this time.” 

Vietnam was another war made possible with this gigantic engine for 
national purpose, and this war, too, was a blight on American history. 

Taxes, then, if they raise great revenues, enable a government to do 
many things, including foolish and destructive things. Perhaps the rea- 
son Montesguleu favored moderate government is because it lacked the 
revenue to try to police or dominate the world. The Framers of the Con- 
stitutlon did not envision a federal government that could do that. Were 
they wrong in that vision? 
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The Artful Dodger: Evasion and 
Ayoidance 


Notwithstanding that people in general may not today believe in tax plan- 
ning or tax avoidance my prediction is that they will believe in it within 
ihe next ten years. I don't think that the established pattern of government 
intervention is going to endure for any great lengih of time. I don't think 
we necessarily further ourselves or society in general by going along with 
it to the extent of full cooperation. We have a duty to resist. 


— Francis E. LaBrie, Professor of Law, University of Toronto, 1974 


Rotterdam houses a unigue museum, called the Professor Van der 
Poel Museum of Taxation, located at Parklaan 14-16. Admission is free 
and there is a library with extensive literature. It was originally founded 
in 1937, but was destroyed during the bombing of Rotterdam in 1940. 
At that time it was called the Netherlands Museum of Taxation. It took 
decades for Professor Van der Poel to rebuild the collection after the 
war. When he retired in 1967, the museum was named after him. The 
most fascinating part of the museum is the main exhibits concerning tax 
evasion practices of the past, showing all kinds of paraphernalia used to 
evade the tax man. It seems fitting for the Dutch to have such a museum. 
Tax avoidance and evasion has a long and even honorable history in 
Holland, as well as most of Europe. During the Napoleonic wars, Napo- 
leon set aside special docks and wharfs at Dunkirk to accommodate 
those in the British smuggling trade. 

Tax evasion is probabiy the oldest profession, despite the claims of 
the ladies of pleasure. There is no civilization that did not tax, and there 
are probabiy no taxes that haven't been evaded. 

Before the income tax, evaslon was centered around excises and cus- 
toms. There probabiy was no such thing as tax avoidance or planning. 
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Reduction of taxes by evasion involved falsification of records, bribery, 
and concealment of some kind. Usually it involved skilled specialists. 
Smuggling along the coasts of Europe operated upon a grand scale for 
centurles. A number of fascinating old books are available which are 
filled with tales of smugglers and wonderful illustrations.' 

Centuries of heavy abusive taxation in Europe may explain the lax 
attitude of Furopeans over tax sins. To carry out military adventures, 
European governments have been plundering their citizens for so long 
under the guise of taxation that it is understandable why Europeans feel 
the way they do. Except for a small number of wealthy people caught- 
up in high progressive rates, North Americans have lived in a semi-tax- 
free climate. Modest and low taxes for the essentials of government 
breed respect, and America and Canada have a long history, untl re- 
cently, of modest and down right light tax burdens. Evasion was justly 
the mark of a poor citizen. Unfortunately, that attitude is changing and 
being replaced by the European point of view. Corruption, waste, stupid 
wars, mind-boggling spending, outrageous rates, and exemptions have 
all combined to make every taxpayer's fair share often a fair share of 
government mismanagement and fiscal injustice and follies. Americans 
are thinking like Europeans because their government is acting like a 
European one. 

It is not as difficult as it used to be to find a forthright discussion on 
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Tax evasion in the past: On the Cornish coast, hotbed of British smuggling, a cargo is 
landed out of sight of H.M. Customs men. 
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this side of the Atlantic about tax evasion. It was once in the same cate- 
gory as sex, something nice people didn't talk about. The press was not 
very talkative either, for fear of saying the wrong thing and encouraging 
people to shirk their fiscal duties. The tax bureau is pictured as a tough 
but fair agency. Those who pay their taxes with a heart that is pure 
(like Tennyson's Sir Galahad) need have no fear. The bad guys—the 
evaders—will be punished. This is like news reporting during wartime. 
Truth is said to be the first casualty of war, and it doesn't do too well in 
tax articles during March and April. 

The income tax has always been associated with frauds, even in Brit- 
ain when it was a very low 3 percent. Gladstone said fraud was an un- 
avoidable part of income taxation. | am going to offer an explanation 
that has nothing to do with greed or evil mindedness. There is a naked 
confrontation between the citizen and the state in the income tax system 
that does not exist with indirect taxes. The demand for taxes on income 
is backed by an inguisition into the taxpayer's affairs—his personal life, 
how he runs his business, and how he spends his money. This is the 
power associated with despots, and every taxpayer knows the tax sys- 
tem is a pocket of totalitarianism in an otherwise free society. This 
makes him mad and rebellious. When the rates of tax become progres- 
sive to the point of confiscation, he knows he is being robbed, and any 
assertion that anyone would consent to this kind of robbery is perfect 
nonsense. 

The standard argument that he is buying civilization in return for the 
tax paid begins to run thin as the so-called benefits of civilization are 
called into guestion. This is especially true when he realizes his tax 
moneys are spent for purposes he may not approve of, purposes the 
founders tried to prevent in the Constitution; or when, in fact, much of 
his tax money is being sguandered or even lost. Adam Smith's observa- 
ton that taxes will be evaded and tax laws shown little respect when 
there 1s “a general suspicion of much unnecessary expense, and great 
misapplication of the public revenue” is as true today as it was two hun- 
dred years ago, andit will be just as true two hundred years in the fu- 
ture. 

The People's Republic of China newspaper The People's Daily re- 
ported in March 1989 that tax evasion in China is rampant ever since 
the state allowed capitalism with progressive income taxes. In the past 
two years, thirteen income tax agents have been murdered and over 
seven thousand have been injured by angry taxpayers. Now that's rebel- 
lion in the violent state. In addition, the underground economy is every- 
where. Tax revenues have declined over one-third, even though private 
business has been on the rise. 

“Why should I pay taxes?” said one actress who earned a large sum 
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by Chinese standards. “All those forms to fill out. 7d rather spend my 
money on fun things like eating and clothes.” The state newspaper tellis 
the story about a group of pig farmers in Jiangxi province who stuffed 
four tax officials into a pig pen. “The masses,” said the newspaper, “are 
attacking, surrounding, and beating” tax men.? America's tax bureau- 
cracy should appreciate the fact the taxpayers on this side of the Pacific 
only cheat, which sure beats being stuffed into a pig pen. 

The former Soviet Union is having its troubles too, but it is still on a 
peaceful level. The Supreme Soviet, which was like the American Con- 
gress, did the unthinkable when Gorbachev's new tax laws were intro- 
duced. To the government's shock, the delegates turned down increased 
tax rates.? Not only did that take courage, but it tells us something about 
human nature and taxes. 

The Russian resistance to high taxes may be somewhat inborn. A few 
years back, on a talk show in the United States, two recent Russian im- 
migrants who had become very successful and were making a lot of 
money, were asked about their new life in the West and the freedoms 
they now enjoyed. After expressing appreciation for all these aspects of 
Western living, they started in on the IRS, and stated that not even in 
Russia was there such an operation that could take over half of what 
you had carned. The talk show host was dumbfounded, didn't saya 
word, and changed the subject. In tsarist days, the Russian government 
always had a tough time with tax compliance. 

As a general rule, widespread tax evasion is a sure sign a govem- 
ment's tax system is bad. People will pay taxes, even income taxes, if 
the rates are reasonable. A recent study reveals that most of the Ameri- 
can people were delighted with the first income tax. It meant, so they 
thought, a reduction in tarıffs and hence, lower taxes for goods. “Sev- 
enty-five years ago,” sald the author, “Americans paid their first in- 
come tax. And liked 1t.”4 TI think Americans would still like the tax if 
the government had kept it simple, fair, and modest. 

The belief that some people are more inclined to evade than others 1s 
guestioned by Jude Wanniski: “Latin Americans or Italians or Asians 
are no more predisposed to evade taxes than are New Yorkers or Ger- 
mans.” A German survey found tax morality to be rather low. A 
French study indicated that the majority of businessmen and profession- 
als felt that tax evaders were jJustified. A study in Italy in 1962 indicated 
that there were about a million tax returns filed, when, in actuality, 
about 2.5 million should have been filed. 

As a rule, tax lawyers and accountants look upon tax evasion with 
displeasure because the evader doesn't use their services. After all, they 
make their living doing legitimate tax avoidance, which is often compli- 
cated and time consuming. When their clients shift from avoidance to 
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evasion, the tax professional loses business, and if too many people 
evaded, he would be looking for a new job. Tax evasion not only threat- 
ens the state's revenue, it threatens the tax professional even more. 

The layman is not sanctimonious about tax sins. He does not see a 
great deal of difference between the businessman who cleverly manipu- 
lates his accounting methods to halve his income, and the businessman 
who buries half of his income in a can in the backyard. The effect is the 
same. The man who buries his income in the backyard is better off (if 
he doesn't get caught) because he did not have to pay a high-priced 
accountant for his scheme. All he had to do was punch “no sale” at his 
cash register and buy a watertight box, or engage in some other similar 
“off the books” technigue. 

Sophisticated and wealthy taxpayers in North America generally stick 
with avoidance. It may cost more, but it is safer in the long run. Tax 
evaders are foolish and lazy for operating “off the books.” After all, 
there is no statute of limitation for tax evasion. Tax avoidance, even if 
poorly done and vulnerable to attack, cannot be attacked after the run- 
ning of the statute of limitations, which takes three to six years. 

How extensive is tax evasion in our society? Lie detector operators in 
North America often ask the subject if he cheats on his taxes. The reac- 
tion to this guestion is usually intense, and this gives the polygraph opera- 
tor an insight into the emotional responses of his subject. Since most peo- 
ple have cheated on their taxes, a negative answer gives the operator an 
indication of how the subject reacts when he lies. Huropean polygraph 
operators would not use this guestion because tax evasion 1s not a crime 
in many Furopean countries, and even where it is, people do not consider 
ita moral wrong. “So what else is new?” 1s a typical Furopean reaction. 

The freguent use of the tax evasion guery by polygraph operators in- 
dicates that evasion is widespread, but the amounts evaded by most peo- 
ple may be petty and insignificant. Üntil we have a tax evasion survey 
along the lines of the Kinsey Report we can only guess. Treasury and 
finance officials often state that evasion could be in the billions, that a 
substantial amount of the commerce of the West operates “off the 
books.” These claims should be discounted for two reasons: first, they 
have no basis in fact, and the government officials who cite them are 
usualiy trying to entice the Congress to give them greater powers. An 
honest and candid answer must be that no one knows how much income 
moves in society “off the books.” Second, most of the business and 
commerce of our day is centered in large corporations, both public and 
private. The very nature of this form of business enterprise makes tax 
evasion unlikely. Skillful accountants carefully audit all transactions. 
Tax fraud, when it does occur, is often an incident of embezzlement, 
not a primary pursuit. Furthermore, tax must be withheld by employers 
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before pay checks are issued, and the withholding tax schedules are suf- 
ficiently high to exceed the amount of tax the worker actually owes. Our 
income tax system, for most taxpayers, is evasion-proof, contrary to 
what the tax bureau may say. 

Tax evasion is nota “common crime” in Western civilization; in fact, 
in most of Europe it is more of an international sport. The European 
who does not practice a little evasion is often the laughing stock of his 
fellow businessmen. One honest importer was accused of trying to de- 
fraud customs in North America because his cost of goods was consid- 
erabiy less than the costs reported by other importers. Customs insisted 
(and eventually prevailed in its assertion) that his invoices were under- 
stating his costs. This honest importer was such a decent fellow that he 
wouldn't snitch on his competitors and tell customs that they were all 
marking-up their invoices so money could be diverted to a secret ac- 
count somewhere. 

One common bit of nonsense published by the tax bureau is that the 
evader forces the honest taxpayer to pay more. But tax burdens that are 
evaded or avoided are not assumed by others. If my neighbor operates 
“off the books,” and pays no tax, my tax rates do not increase. That 
argument may have been true in ancient Egypt, when each villager was 
responsible for the taxes of the whole village, but there is no such rule 
today. The less tax paid, the less the government has to spend, and most 
people believe that the government has too much money to spend any- 
way. Over twenty years ago an Englishman named Parkinson formu- 
lated a couple of aphorisms about taxation and bureaucracy: “Expendi- 
ture rises to meet income,” which means that a government will spend 
whatever it receives; and “Work expands so as to fill the time available 
for its completion.” In other words, governments (and their employees) 
will waste time and money if given the opportunity. Conversely, gov- 
ernments will be thrifty if their purse is small. So that evasion could, in 
the long run, have some beneficial effect on public expenditure. 

Gladstone spoke of the “public feeling” of the ineguality of the in- 
come tax, which adds further excuse for the evader. The opportunities 
for tax avoidance within any income tax system also stimulate evasion. 
The evader is simply cutting out the middleman—the tax accountant, 
shelter planner, and tax lawyer. 

Finally, there is the public dislike of what we could call legalized 
Robin Hoodism: revenue sharing. The robbery label has been applied to 
improper taxatlon since Roman times. Since Magna Carta, Englishmen 
have believed that taxes are bad and evasion is Justified if governments 
pursue improper objectives. Excessive waste and expenditure 1s also an 
incentive to evasion. Many people went to prison in the United States for 
not paying their income taxes during the Vietnam War. They argued that 
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the tax was illegal because the revenue expenditure was illegal. This 
point of view has sound historical support, but not legal backing. The 
philosophy behind this was expressed to the Canadian House of Com- 
mons in 1876 by Richard Cartwright, liberal finance minister and chief 
tax spokesman for the Canadian government for almost forty years: 


AlI taxation, however disguised, isalossperse...itis the duty, and the 
sacred duty, of Government to take only from the people what is necessary 
to the proper discharge of the public service; and that taxation in any other 
mode is simply in one shape or another, /egalized robbery.9 


This was also the American view for 150 years, up unül the time of 
the New Deal. It was best expressed by one of the chief spokesmen for 
Jacksonian Democracy in the nineteenth century, William Leggett, who 
said, our government “possessfes) no delegated right to tamper with 
individual industry a single hairs-breadth beyond what is essential to 
protect the rights of persons and property.” 

Seventy-five years later, Justice Brewer, the late-nineteenth-century 
champion of the uniformity tax provision said, “The paternal theory of 
government is to me odious. The utmost possible liberty to the individ- 
ual and the fullest protection of his property 1s both the limitation and 
duty of government.” 

Civil disobedience to unpopular laws encourages the evader. Western 
society has a long and deep-rooted tradition of disobedience to bad 
laws, especially bad tax laws. The evader is simply measuring up to the 
highest iıdeals of the English tax rebels of the last four hundred years on 
both sides of the Atlantic. If bad tax laws justify rebelllon—and history 
amply supports this viewpoint—then the modem tax evader could be 
the most jJustifled tax rebel of all time. 

For most people today, the moral issue 1s clouded, and in the end, 
fear and compulsion sustain our tax laws. The issue will remain clouded 
as long as our tax laws are the product of class politics and are not 
bound to consütutional standards of fairness and eguality. There 1s little 
doubt that evasion will be tried when the opportunity presents itself. 
The barber has as many opportunities as the diamond merchant and he 
will yield to the temptation just as often, even though the amounts are 
smaller. When the Supreme Court in the United States recently upheld 
a new law for government surveillance of bank accounts, ailing Justice 
William O. Douglas dissented because he was not yet willing to believe 
that everyone in the country was a crook. Apparentiy, the majority felt 
otherwise, and | suspect they were probably more realistic than was 
Douglas, even though they were silent on the issue. In general, sophisti- 
cated and educated tax commentators remain silent on the evasion 1ssue, 
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so the İrankness of Douglas, in a formal judicial opinion, is especially 
unusual. lt is reminiscent of comments made by the very down-to-carth 
humorist, Will Rogers. 

Will Rogers was not formally educated, yet he won respect and admi- 
ration around the world. People not only laughed at what he said, they 
believed what he said, probably more so than any other man in Ameri- 
can history. Rogers said that “the income tax has made more liars out 
of the American people than golf has.” He was not just talking about 
his fellow taxpayers; he was talking about himself. In 1924, he claimed 
a phony $26,000 deduction for payments to his wife as his secretary. 
About all she did was open the mail. Rogers was simply expressing in 
the language of the common man what the Eton- and Oxford-educated 
Gladstone had said fifty years before when he spoke of the frauds ines- 
capable from an income tax. 

In the 1920s, when the income tax was simple by today's standards, 
Rogers found it easy to ridicule the complexities of the law. When he 
paid his income taxes “on the level,” he was not sure if he “was a crook 
or a martyr” —the law was too uncertain to know which. 

On the subject of taxes in general, and tax Justice, Rogers was a comr- 
mon man's Aristides. He said, “People want just taxes more than they 
want /ower taxes. They want to know that every man is paying his propor- 
tlonate share according to his wealth.”? In other words, tax Justice is to be 
measured by wealth. In the eyes of Rogers, like most people, it is immate- 
ral how wealth is acguired, whether by working, operating a business, gift, 
investments, or by inheritance. The duty to pay should be measured by 
what a person owns or possesses. How it was acguired 1s immaterial. 

The most famous comment on tax avoldance was made in the 19205 
by a British judge: “No man in this country is under the smallest obliga- 
tlon, moral or otherwise, so to arrange his legal relations to his business 
or his property as to enable Inland Revenue to put the largest shovel 
into his stores.” 9 

Tax avoidance, like evasion, is an inherent aspect of income taxation. 
Opportunities for tax avoidance have given birth to a new industry. The 
brightest lawyers and accountants often move into the business of tax- 
planning, along with a few promoters. Most high-bracket taxpayers 
soon learn that a tax dollar saved is much larger than an ordinary dollar 
earned. A few hours of skillful planning can often save tens of thou- 
sands of dollars for the rich. In what other pursuit can a lawyer make so 
much for his clients with such a small expenditure of time? Skillful tax 
planning, however, is not an easy endeavor; it often takes years to be- 
come a grand master or “tax alchemist.” 

In the Middle Ages an alchemist was a crackpot metallurgist who 
tried to transmute ordinary metals into gold. Today, a tax alchemist 
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Will Rogers, America's most beloved humorist, who said the income tax made more liars 
out of the Americans than golf had. He must have been excusing himself for phoney 
income tax deductions on his return. When he made his tax return “on the level,” he 
didn't know if he was a crook or a martyr. 
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transmutes ordinary taxable income into low-tax or tax-İree income. 
Ünlike the alchemist of old, the tax alchemist is no crackpot; he is a 
highly successful, skilled technician. A brilliant tax lawyer in the San 
Francisco area, of considerable notoriety, and whose methods are as un- 
orthodox as they are ingenious, boasted that he could reduce the taxes 
of any taxpayer to zero. There was one drawback, however; the legal 
fees would often be higher than the tax avoided. 

Howard Hughes, whose wealth turned out to be less than the billions 
reputed to him, was still one of the richest men on earth. He paid no 
income taxes. An annual wealth tax would obviously have eliminated 
this absurd result. Mr. Hughes had a large income, but his tax lawyers 
generated enough deductions to reduce his taxable income to zero. Of 
course in the end, with no will and no estate tax planning, the lion's 
share of Mr. Hughes's wealth went to Uncle Sam. The tax return of 
President Nixon, which made the cover of Time magazine, and which 
almost put Nixon in jail, showed him owing no taxes. The theory sup- 
porting the tax planning was sound enough, and if someone had not 
been lazy in the Nixon camp, the tax return would have cleared audit. 
Nixon's tax planners backdated a document to come under the benefit 
of a tax loophole that had been closed but which could have been uti- 
lized if Nixon had acted promptly. 

Unfortunately, the richer a taxpayer, the easier the avoidance. How- 
ard Hughes's planning was so simple any junior accountant could have 
done it. The most fascinating entry was an annual $50,000 (plus ex- 
penses) payment to Jane Russell for twenty years for doing nothing." 

Suppose Taxpayer T has ten million dollars. At the bank this money 
will earn about one million in interest, fully taxable in the top brackets 
at about one-third of a million dollars. If T puts his money into growth 
stocks, tax deferral items, raw land, gold, diamonds, art works, or other 
similar investments, he pays no tax because he has no income. T now 
has privacy, security, and a hedge against inflation. If T needs $100,000 
cash to live on each year, he will select and sell assets to produce what 
cash he needs. Most of the $100,000 will be a return of cost—no tax. 
Gains are often taxed at reduced capital gains rates. Loss items can be 
sold to offset gains. Ten thousand dollars a year in taxes is about all T 
should ever plan on paying. Compare this to the heavy taxes from 
$350,000 to $600,000 he would pay with his money earning interest. Is 
not this alchemy at its best? 

Governments freguentiy publicize information on large income earn- 
ers to show that they are paying a substantial amount of tax. From these 
statistics the situation for the super-rich appears to be under control. 
What these statistics fail to reveal is the number of multimillionaires 
who have little taxable income, pay low taxes, and who could, if they 
had the nerve, apply for welfare! 
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VT tax return made the cover of Time magazine, by claiming he owed only $878.03. 

It turned out to be tax planning at its worse—back-dating documents to come under 

repealed sections of the tax code. 
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Flight to the Havens: The Offshore 
World 


The in-flight magazine of British Airways a few years ago said that 
the Cayman Islands was discovered as a tax haven by “a British lawyer 
named Charles Adams.” These islands had previously been “discov- 
ered” three times. First, by Columbus in 1503; then by the pirates who 
used them as a base to plunder Spanish shipping; and later by deserters 
from Cromwell's forces who seized Jamaica from the Spanish. The pre- 
vious discoveries never registered much with the world, but the tax 
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“Tax havens? Certainliy. Do you plan to go, or will you just be sending 
your money?" 
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haven discovery could be likened somewhat to the discovery of gold in 
the Klondike. People flooded to the place to make their fortune in a new 
land of gold. With Cayman, it was aland of sun and sand with no taxes, 
which for many was just as good as gold. Most people didn't go there, 
they just sent their money. 

Grand Cayman is only one small facet of a much larger offshore 
world on which the sun never sets. Indeed, the day begins at the interna- 
üonal date-line in the Pacific and there are tax havens there to receive 
the first rays of the sun heralding the new day. By the time the new day 
reaches the Cayman Islands, the banks in the Pacific will have closed 
and everyone will have gone to bed. But the repercussions of what has 
been done in the Pacific will penetrate Grand Cayman when the sun 
rises in the Caribbean. 

The offshore world then, is a complex geographical mosaic spread 
across the face of the globe. It is also a complex financial and legal 
mosaic, with a vast amount of services to meet the needs of all kinds of 
people seeking to avoid, in either legal or illegal ways, the fiscal and 
often political authorities of their native lands. Most uninformed writers 
don't appreciate this and see the offshore as an array of fiscal and legal 
institutions engaged in a very common pursuit—not altogether straight. 

You'd be amazed at the variety of services that are available in the 
tax haven world. Like a good smorgasbord, you can find just about any- 
thing if you take the time and are willing to seek out what you are look- 
ing for. Besides services you never dreamed existed, you will find a 
full range of competency and incompetency. On the darker side, these 
financial centers, as they like to be called, are a no-man's land, teaming 
with soldiers of finance, crooks and con-men, fools and hustlers of 
every kind imaginable. Caveat emptor, or buyer beware, was never 
more appropriate than when dealing in the offshore world. W. C. 
Fields”s remark about never giving a sucker an even break also has con- 
siderable application. Consumer or investor protections we have all 
learned to rely upon are nonexistant. 

Tax havens are inevitable whenever taxes are too high. İn the later 
Roman period, hordes of Roman taxpayers went over to the barbarians 
to avoid Rome's ugly tax enslavement. Nothing very sophisticated, just 
raw flight to avoid tax. Islam was a tax haven to Christians in the sev- 
enth and eighth centuries. The first tax haven in the post-medieval world 
was America. Historians readily acknowledge that more people fled 
from Europe to the new world to avoid Europe's hated taxes than for 
religious or political freedom. The flight to the havens in the twentieth 
century is a pattern mankind has been undertaking from time to time 
since history was first recorded. 

The term haven is derived from heaven and is not just an analogy. 
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The overtaxed peasants in Europe of a few centuries ago had religious 
hymns just as we do, and many of the verses are similar to what we sing 
in our churches. There was one remarkable distinction, however. The 
religious hymns of these peasants referred to heaven as a place of peace 
and rest, which had the added feature of being free from tax collec- 
tors—a tax haven no less. 

The rise of tax havens in this century was foretold in an editorial in 
The Times, on May 17, 1894, when progressive rates were introduced 
in Britain: 


Single out the big and moderately big properties for attack, and very soon, 
as if by magic, they will begin to evade you and disappear, as all things in 
the world very reasonably do when they are singled out for attack. Even 
the half-starved crow will not wait to be continuously shot at. 


Shortly after America adopted high progressive rates, President Coo- 
lidge learned first hand from the Treasury that high progressive rates 
lead us to “the point of getting nothing at all.”! Where did the income 
go? Ten years later when Roosevelt increased Coolidge's income tax by 
170 percent, a wealthy American financier told a friend of Roosevelt 
while in a bar in Paris: “My fortune is in the Bahama islands and is 
going to stay there as long as that bastard is in the White House.”? 
Today, those same high incomes and fortunes would probabiy end up 
in the Cayman Islands. There are over two dozen other tax havens 
around the world, but Cayman's success story surpasses all the rest. 
With good government, a stable, safe society, and no income and estate 
taxes, a great amount of the money of the world has been directed into 
its banking system. 

The Cayman Islands began as a tax haven in the 1960s. There were 
no paved roads. The only communications with the outside world were 
through the mails. There was a telephone cable through Jamaica, but it 
was so garbled it could not be depended upon. The airport was a 
wooden shack with windows of chicken wire. The hotels, if you could 
call them that, were anything but first class. There were a handful of 
banks in primitive offices. The Royal Bank of Canada had its trust of- 
fices in an old warehouse on the harbor front. The harbor was very small 
and could only handle little steamers. Today, there are paved streets and 
a multitude of new office buildings. Over one hundred banks have their 
own offices and staffs; hundreds more have licenses and are registered 
there. Corporations based there number in the thousands. The hotels 
and condominiums are luxurious, even the mosguitos have all but disap- 
peared. In Cayman's early days it was not uncommon for someone to 
yell “fresh meat” as new visitors arrived at the airport. Within minutes 
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swarms of noxious insects would start stinging visitors and buzzing in 
their cars. It is understandable why the National Geographic in the 
1920s called Cayman “The Land Time Forgot.” In the early tax haven 
years of the 19605, it was still that way, but then something happened. 

Cayman was basicalIy an island suburb of Kingston, Jamaica, which 
was under British rule. When Jamaica became independent, the Cay- 
manians had the wisdom to break away from Jamaica, and become a 
Crown Colony of Great Britain. Except for sport diving and one lovely 
beach, Cayman was probably the most unattractive island in the entire 
Caribbean. Most of the island was underwater swamp lands. They had 
one world's record. Not far from George Town, the center of what civi- 
lization the islands could boast, a mosguito trap caught over 300,000 
mosguitos in thirty minutes. Cattle sometimes suffocated when their 
nostrils filled with mosguitos. 

The founding fathers decided to establish streamlined banking and 
trust laws, modelled after Nassau in the Bahamas, hoping to improve 
the economy with some tax haven business. For centuries the Caymani- 
ans went to sea and could be found on many of the merchant ships of 
the world. This meant that the men were often away from their families 
for six to nine months out of the year. With tax haven facilities, this 
undesirable aspect of Cayman's economic life might be reversed. The 
men could stay home with their families. In the beginning, few Cay- 
manians could have even imagined what prosperity the tax haven busi- 
ness Would produce. Good government, a stable society, and low 
taxes—an unbeatable recipe for success. 

We should compare Cayman to another tax haven which was growing 
in the Middle East, and in the 1960s had a much more promising future 
than little obscure Grand Cayman. It was Lebanon, which referred to 
itself as the “Switzerland of the Middle East.” Its great banking center 
was Beirut. Lebanon appeared to be so safe and promising that even the 
Russians established a bank there—The Moscow Norodny Bank. It's 
not there anymore, nor are any of the other banks that went there in the 
1960s. No need to elaborate on what happened. Lebanon's chances of 
ever becoming an international financial center are gone forever. Swit- 
zerland's great success has been her political and social stability—her 
ability to stay out of Europe's many wars, her wisdom in maintaining a 
stable currency tied to gold, and her banking privacy, which is simply 
another aspect of safety. In their own peculiar way, the Caymans emu- 
lated the Swiss. In some ways, the Caymans are much better. The Swiss 
charge a 35 percent tax on interest earned on deposits with Swiss banks; 
the Caymans are tax free. 

By definition, any place is a tax haven where money or income is 
secure, private, and tax free or low tax. Many foreigners consider the 
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Today we could utilize this 1630 pamphlet entitled “Freedom” as an advertisement for 
the benefits of a tax haven, like the Cayman Islands. The pamphlet summarizes the 
advantages and liberties in New York, especially the absence of taxes. North America was 
the first tax haven of the modern era, as more people immigrated to the New World to 


avoid taxes than for any other reason. 
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Ünited States a tax haven. In some ways it is. Interest paid by U.S. 
banks to foreigners is tax free. Capital gains from securities are tax free, 
as are other types of personal property gains. When the IRS tried to tax 
gains from trading stocks, Congress responded with a law exempting 
such gains even when traded through a resident broker with discretion- 
ary authority. Most other countries do the same. High tax countries 
wanting to attract some of the world's money, especially dollars, have 
had to get into the tax haven act. The old adage, “If you can't beat 'em, 
join 'em,” has application. Money has no allegiance except to safety 
and profitability. Tax havens, like Cayman, keep growing and getting 
richer because they outclass the competition. That is just good business. 
There is a lot of money out in the world's no-man's land—the Euro- 
dollars and the petro-dollars—and it goes to the highest bidder and saf- 
est bidder. For atime, the U.S. government made a move to try to attract 
much of that money by repealing income taxes on interest earned on 
bank accounts and government bonds. Ünfortunately, they were out- 
classed by the competition and fell far short of what could have been 
done. They refused to give blanket approval to bearer instruments be- 
cause they might be used to evade U.S. taxes. Evaders have a great mar- 
ket out there and hardiy need U.S. securities. Canadian governments 
and literally hundreds of the world's biggest and most secure corpora- 
tions issue bearer bonds in the offshore world. 

Money in tax havens, as well as securities, are not physicalliy in the 
haven. Tax haven banks transmit the money to New York, London, Zu- 
rich, Luxembourg, Paris, or other financial centers. If U.S. dollars are 
involved, sooner or later they come home. The tax haven simpiy brings 
them home in a manner that protects the privacy of the depositor, pro- 
vides interest tax free, and does so from a stable base country; the more 
stability the better, which is why the Cayman Islands have been so at- 
tractive. Tax havens aren't going to go away; the economics makes that 
a certainty, and history confirms it. In short, the high progressive rates 
created tax havens, and now the many high-tax governments of the 
world are having to reap what they sowed. Flight to avoid tax is still, as 
it has been for thousands of years, the inevitable response to govern- 
ments that tax too much. 

Capital flight to avoid tax or exchange controls is only one of the uses 
for tax havens. Major corporations around the world have discovered 
these financial centers. International finance, banking, sales, royalties, 
licenses, insurance—just about every kind of taxable transaction imag- 
inable can be developed in a tax haven to legitimately reduce taxes. One 
senior IRS attorney acknowledged that there were “millions of dollars 
in taxes that could be saved guite legitimately utilizing the Cayman Is- 
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lands, ”* and then he confided in me that after thirty years with the IRS 
he wanted to retire and go into the tax haven, tax planning business. 

Most people who flee to tax havens do so because they are fed-up 
with the fiscal or tax laws of their homelands. The multimillionaire in- 
dustrialist E. P Taylor moved to the Bahamas to “avoid Canada's harsh 
winters.” Everyone really knows he left to avold Canada's harsh taxes. 
The tennis champion from Sweden, Bjorn Borg, and his fellow country- 
man, İngemar Stenmark, the great skier, both left Sweden for Monaco 
for obvious reasons. 

Tax haven refugees report that they are tired of fighting the tax man 
(a point Adam Smith emphasized). They have had enough of audits, 
year in and year out, of having their banking and accounting records 
picked over and guestioned. They are tired of having their privacy to- 
tally destroyed by inguisitional tax agents. They are tired of appeals, 
big fees for tax professionals, and endless tax litigation. Many complain 
that the soak-the-rich philosophy of their homelands was not as intoler- 
able as the harassment and scorn they receive from revenue bureaucrats. 
This was the complaint of Sweden's great director, Ingmar Bergman. 
He was willing to live with Sweden's high taxes, but not with the Ge- 
stapo tactics of Sweden's tax men. 


The Rolling Stones on the Laffer Curve 


In 1971 the Rolling Stones left England. In 1988 they explained why 
toa Washington Post writer: 


In 1971 we were forced to make a decision courtesy of the British govern- 
ment—ive in England and (because of high taxes| not be able to afford 
another set of guitar strings, or move and keep the band together, Hence 
“Exile on Main Street.” 


This exodus, or “Exile on Main Street” has been repeated by wealthy 
musicians, athletes, businessmen, investors, actors, writers, inventors— 
just about anyone in any field who has risen to the top. The loss their 
countries suffer by driving out this wealth and talent is considerable and 
is an aspect of the famous Laffer curve in full operation. The Laffer 
curve is a graphic illustration of what happens when a government taxes 
excessively. It shows that government will increasingiy reap less and 
less, until it receives nothing when rates reach 100 percent.ö 

The Laffer curve only illustrates part of the revenue loss, and a small 
part at that, when wealthy income earners like the Rolling Stones leave 
the country. The many workers and businesses that serviced the Rolling 
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“Losses at home, profits abroad” is an old term used by tax planners depicted here. 
Business transactlons are arranged between related companies for tax avoidance. 
Intercompany pricing can shift income from high tax areas, like the United States, to low 
or no tax arcas. The Japanese are masters at this, and they have retained the former top 
brass of the IRS to represent them. The Wall Sireet Journal, on October 18, 1991, reported 
that ex-commissioner Gibbs is among the professionals looking out for the Japanese. 
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Stones lost a valuable customer. The income they would have earned 
from the Stones is lost to them and to the British tax man. In the end, 
the policy of Britain's socialist governments of “soaking the rich” 
didn't work at all. It backfired, and in the end was an economic and 
even cultural disaster on all fronts. 

Tax havens are not all bad even for the U.S. government. In fact, they 
may be like a rose with a small thorn. The thorn being the tax loss. The 
rose part more than offsets the thorn. Let me explain. 

A large portion of the investment capital and banking entering the 
United States comes from countries, not only with exchange controls, 


— Drawing by Allan Bunce 


While the income tax began as a modest form of class tax legislation against the rich, 
with the introduction of graduated rates it soon became a grim reaper for the rich as this 
cartoon illustrates rather dramatically. The rich are seen running from the tax man, and 
over the century they made a good run at ii—secreting their wealth or changing their 
abode to places where the grim reaper has been kept at bay. 
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but in violation of those controls. And how does this hot exchange con- 
trol cash get here? Via the hundreds of banks in Grand Cayman, Nas- 
sau, Hong Kong, and a score of other tax haven banking centers scat- 
tered around the world. This is what most of these banks are doing, and 
why the U.S. Fed permits American banks to have offshore branches— 
the country needs the money. 

Even with harsh criminal penalties, there is no indication that the flow 
of this hot, flight capital is abating, and the U.S. Treasury would be the 
first to admit that this all-important recycling is made easier by the exis- 
tence of tax haven banks and secrecy laws. You never hear a word about 
the U.S. government cracking down on exchange control evaders. 

Exchange controls are a well-known device for governments to cover 
up their fiscal follles—too much government expenditure, and mone- 
tary carelessness. Most of the Third World countries in heavy debt to 
the West have exchange controls. The American government should 
not, and does not, have any gualms about aiding exchange control viola- 
tors, since those controls too often are used for purposes which run 
counter to the vital interest of the United States and the West. 

Major U.S. periodicals have all described in detail the recycling back 
of U.S. dollars to counteract our imbalance of payments abroad, and 
keep interest rates from going out of sight and our currency healthy. 
What these periodicals have been silent about is that exchange controls 
exist in most countries and would block recycling were it not for the tax 
haven world. 

Exchange controls do more than restrict the conversion of local 
money into foreign currency, like the exchange of shekels into dollars. 
Exchange control authorities are powerful dictators who regulate ali 
commerce with aliens. A resident often cannot enter into any commer- 
cial transactions with foreigners without exchange control permission; 
even money for travel abroad is restricted. This dictatorship decides if 
it is in the best interest of the country for you to buy Swiss cheese, 
Dutch cheese, or Goodyear tires. There is no appeal if they say no. 

Not only are these controls arbitrary and at times oppressive, the pen- 
alties for disobedience can be vicious. Many American travelers are not 
aware of this. When they exchange their money for a higher rate with 
the bellhop, they may end up in jail. The horror stories that follow ar- 
rests are filled with tales of bribery, fines, and dirty jails. On occasion 
an unsuspecting American may be set up by the bellhop, who shares in 
the bribery funds paid for his freedom. 

People living in exchange control countries usually have governments 
that grossly mismanage their currency; otherwise they wouldn't need 
exchange controls. These controls are designed to prevent people from 
taking steps to protect themselves from their government's misfeasance. 
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All local residents can do is watch their money decline in value, month 
after month. In such a hopeless situation, the best solution is self-help 
by smuggling or otherwise transferring your money to a tax haven 
where your privacy 1s assured and the money can be converted into dol- 
lars or hard currencies. 

Anytime you find a wealthy family living in a country with exchange 
controls, where the currency is in chronic decline because the govern- 
ment mismanages its financial affairs, with severe inflation, you can be 
certain that family will have substantial wealth socked-away in a tax- 
haven country. Dangerous? Of course, but that is a fact of life they have 
to live with, and have probabiy done so for generations. And if you add 
heavy taxation to this scenarlo, or political instability with its inherent 
danger of confiscation, it is a certainty there will be a secret account 
somewhere, overseas. Indeed, the bulk of Swiss accounts, as elsewhere, 
are maintained by people trying to protect their wealth from exchange 
controls more than confiscatory taxes. Tax benefits are often secondary. 

Consider the plight of a Peruvian family whose lands were about to 
be confiscated. Exchange controls prohibited them from taking their 
money and valuable personal property out of the country. What can 
they do? Legally—nothing. So they take all their money and personal 
wealth and hide it in their car and cross the border with nothing more 
than their lunch for a picnic on a Sunday afternoon outing. They are let 
through, but they keep going, abandoning everything, never to return. 
They only have the clothes on their backs, because suitcases with cloth- 
ing would have blown their cover. They continue on to Panama and 
deposit their funds in Panama's tax-haven banks. The government took 
their lands, so what was there to retum to? There are rich Cubans whose 
lands were taken by Castro, but whose moneys made it to tax havens, 
even banks in Miami and New York. As often happens, the Cubans 
came to Florida, and made a new home in Miami. But this is not always 
the case; more often than not, a family with a secret account continues 
to live in their homeland, and accepts what risks there are of discovery 
and punishment as an inevitable fact of life they cannot avoid, unless 
they are willing to let their government destroy their wealth in one way 
or another. These family holdings in tax havens are guarded with the 
utmost care and are not even shared with one's closest friends who have 
similar arrangemenis. 

Fortunately, most unstable governments do not try and track down 
foreign accounts. They don't get any cooperation from foreign govem- 
ments. Often the rulers have their own secret accounts they do not want 
exposed. Too intensive an effort to uncover this wealth may uncover the 
“presidente's” wealth, or that of his friends and relatives. Secret ac- 
counts are often a matter of self-preservation. When the next revolt 
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comes, as it will sooner or later, the present rulers will have to flee in 
the night, often for their life. They will need to have a nest egg some- 
where abroad, although too often the nest egg is a large chunk of the 
national wealth. 

Businessmen living under harsh exchange controls divert some of 
their dollars into tax haven banks, using schemes as old as ancient his- 
tory, as well as modem fiscal hocus pocus. Here are a few of the more 
interesting schemes of recent years: 

The Jamaica Shuttle. This scheme is named after the method used 
during the Manley era (early 1970s), when Michael Manley surprised 
the Jamaicans one morning with new, tough exchange controls. He had 
been grossly mismanaging the economy and playing footsie with Cas- 
tro. Within a matter of hours small light planes loaded with currency 
took off from small fields in Jamaica and flew 250 miles to the west to 
Grand Cayman where the funds were deposited in the banks in George 
Town. This method works for all kinds of wealth—art, jewels, money, 
small valuable articles, and gold. 

When this shuttle was in full swing, the banks in Jamaica ran out of 
currency and made desperate calis to their sister banks in Grand Cay- 
man to please hurry and send their Jamaican cash back to Jamaica as 
the island had run out of bills, and businessmen couldn't run their 
stores. Unlike traffic in drugs, traffic in movable wealth, which is the 
property of the owner, is legal most everywhere and often involves 
property that has no customs duty. Jamaica shuttles are routinely in full 
operation throughout most of the world, most of the time. 

The Leaky Scow. You obtain exchange control permission to buy a 
small merchant vessel. You buy a leaky scow instead for a large sum, 
which soon sinks. The very accommodating seller deposits the majority 
of your funds into a tax haven bank. Besides leaky scows, there have 
been old airplanes (that crashed), obsolete machinery, eguipment, or 
any other item that fits the bill and suffers misfortune and loss. 

The Stamp Collector. A favorite device used by the British before the 
Thatcher government got rid of exchange controls. Buy a valuable 
stamp in London and take it or sendit to a foreign country where it is 
sold for hard currency for the Englishman's tax haven account. Since 
stamps are so small, and early British colonial stamps are among the 
most valuable in the world, there was a ready supply available. What 
made this practice so apparent is that the prices of these stamps at the 
auctions in London were running much higher than world prices else- 
where. Englishmen, wanting to move their money out of British ex- 
change controls, were obviously competing with one another. When ex- 
change controls were repealed, London prices reverted to world prices. 

The Soviet Caviar-Mackerel Switch (Kleptocracy).9 The USSR was a 
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state with one gigantic capitalist and 250 million non-capitalists. The 
capitalist was the government. Out among the mass of non-capitalists 
there have been a few daring entrepreneurs. One amazing group who 
structured the caviar-mackerel switch deserve some publicity. In the 
pre-perestroika Soviet state the government owned just about ever y- 
thing except your socks. They also owned the caviar and mackerel as 
well—all of it. In keeping with the French proverb that “no one can 
steal from the state,” a few enterprising Russians operated the follow- 
ing “fishy” business. 

The plan involved caviar that was shipped to the West in cans with 
mackerel labels and invoices. Caviar is in high demand by the connois- 
seurs of the West. A very small can sells for about $100. Mackerel is 
more often used for cat food than human consumption. In the process 
of this switch, the Russian government was paid for mackerel by the 
buyers in the West, who then opened the cans and marketed caviar. 
They then transferred the difference to Swiss accounts for the enterpris- 
ing Russians who concocted this scheme. 

Everything was going well until some dumb clerk shipped the 
“mackerel” to the food markets in Moscow. There, to the delight of 
most shoppers, they were able to indulge for a pittance in one of Rus- 
sia's great gifts to the world. As might be expected, one Moscow shop- 
per informed the Fisheries Ministry, and after an investigation the jails 
in Moscow were soon filled with personnel from the Fisheries Ministry 
all the way down to the shipping clerk. I understand the head man was 
executed. These enterprising Russians could be labelled do-it-for-your- 
self Robin Hoods and should be a boon to perestroika. 

The concept, however, is not new and has been used in a myriad of 
forms by enterprising capitalists in Fastern block countries. Now that 
Eastern Europe has thrown off the shackles of communism, traffic on 
the fiscal underground railroad may become congested as more and 
more funds move to Western tax havens. 


37 


The Rise and Fall of ihe Miracle 
Economties 


It wasn't very long ago that the Western world was wondering if the 
Japanese weren't the super-race they said they were when, in the Pacific 
War, they brought the United States, France, Britain, and the Nether- 
lands to their knees. Even though the Japanese were eventually de- 
feated, the fighting ferocity of their warriors was awesome. There were 
no cowards in the Japanese military and naval forces, as they often 
fought to the death to the last man. This super-patriotism for the Em- 
peror was identified with the samurai warriors, past and present. What 
most people don't know is that the samurai were, for centuries, tax col- 
lectors. The step from tax collector to indomitable warrior is mystify- 
ing. Yet we saw a similar evolution in Russia when Ivan the Terrible's 
tax thugs, the oprichniki, eventually became the secret police of the 
Tsarists and Communists. 

When the Pacific War ended, the Japanese superiority seemed to 
emerge once again—this time in trade, commerce, and superior prod- 
ucts. Although Japan was once a land of shoddy goods, “Made in 
Japan” became a mark of exceptional guality. And this gave rise toa 
new label for the Japanese—they had developed a miracle economy that 
became a threat to any field they entered. Once again the world looked 
with awe at the super-energetic Japanese. The list of explanations began 
to grow. No one seemed to know for sure what the answer was to their 
phenomenal success. Perhaps the Shinto-militarists who directed the 
Pacific War were right. The Japanese certainly appeared to be a superlor 
race, if not in war, then certainly in commerce.' 

Yet again the Japanese have proven to be a very human society, 
whose invincibility lasted only a short season. Their whole fiscal struc- 
ture began to crack in 1989. First, they instituted a few Western-style 
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Japanese caricature of a fierce samurai warrior; originaliy they were fierce tax collectors. 
How would you like to have one of these fellows as your tax auditor or collector? 
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tax reforms. İnterest, which had once been tax free, was charged a hefty 
20 percent tax rate, withheld at the source. An American-style capital 
gains tax was introduced, and shortly thereafter money fled from the 
Japanese stock market, demand faded, and the market collapsed. Where 
did the money go? And with it, Japan's robust stock market? 

The real culprit may not have been the new taxes, although the flight 
of money to tax havens in order to avoid the Japanese tax bureau was 
all too obvious. The Japanese tax bureau, known as the Okurasho, is 
reputed to be the most feared in the modern world. Many rich Japanese, 
secing the rising intrusions of this tax bureau into their lives, found the 
tax havens, even far away Cayman Islands, the refuge for their money. 
But the real culprit was the Central Bank. Unlike most cautious central 
bankers who learned the lessons of over-stimulating business into a 
boom-bust scenario, the Japanese, in accordance with their peculiar 
wisdom of copying from the West and then trying to make their copies 
better, seemed to have decided that they could play the game of central 
banking better than the West, and make it produce even greater eco- 
nomic miracles for Japan. In the 1980s, Japan's Central Bank geniuses 
set the nation on a boom-bust course. With Central Bank credits, Japa- 
nese banks were able to lend funds beyond what was available from the 
remarkable savings wealth in the Japanese private sector. The Central 
Bank then artificially pushed interest rates down below market levels. 
There was money galore for everyone. These rates pushed up demand 
for just about everything by easy borrowing by all sections of the econ- 
omy. Prices soared. Some economists claimed Tokyo land was worth 
more than all the land in the United States.? A bust was inevitable, 
which hit in the early 19905, soon after the stock market collapsed by 
60 percent; then 80 percent. Thanks to the folly of Japan's Central Bank 
geniuses, Japan has had to say good-bye to her miracle economy. His- 
tory may regard her fiscal planners to be the same as her military plan- 
ners in the 1940s. Damn fools. 

Despite the blunders of Japan's current central bankers—a blunder 
that is all to common throughout the Pacific Rim today—their tax sys- 
tem during their rise to super-economic status has been the admiration 
of tax men almost everywhere. At the height of the Japanese economic 
miracle, some of our best tax thinkers were suggesting that America 
get rid of its İnternal Revenue Code and adopt the Japanese code asa 
replacement—ock, stock, and barrel, as merchants would say. What, 
then, was so appealing about the Japanese tax code? 

First, it was business friendiy, what was called “Japan Inc.,” a close 
working relationship between private business and government bureau- 
cracy. Japan's tax code after the war mirrored the U.S. Internal Revenue 
Code because the American occupation government forced America's 
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tax laws on the conguered Japanese. But as soon as they could, the Japa- 
nese started to riddle the code with loopholes to indirectiy lower and 
eliminate the heavy taxes that the American tax law demanded. The tax 
changes initiated by the Japanese permitted all kinds of go-go deprecia- 
ton and write-offs, reserves were allowed against Just about anything. 
Interest was made tax free, capital gains tax free, tax rebates and little 
tax on exports. The whole system provided exemptions and tax immun- 
itles for everyone. In the end, the American-style high progressive taxes 
existed only on paper. And under this tax code the Japanese economy 
flourished; its capital formation, which fueled Japan's economic mira- 
cle, exceeded anything known in history. 

One of the strangest checks on excessive taxation—a built-in safety 
valve for evasion—was Japan's postal savings system, copied, as is 
usual for the Japanese, from others. This time it was from the Ünited 
States. Years ago you could go to your local U.S. Post Office and pur- 
chase Postal Savings Certificates, which paid interest slightly above 
bank savings accounts. You would turn them in at the post office for 
redemption with the earned interest. The certificate was in bearer form, 
and no report of your interest income was made to the tax man, nor any 
record of who the interest was paid to. This American invention found 
great favor with the Japanese people. Today, there are more postal sav- 
ings certificates in Japan than there are people living in Japan.? In 1982, 
when the Japanese government wanted to use identity cards for these 
accounts, there was a loud public outcry, and the law was withdrawn. 
The accounts remain anonymous because the postal service only re- 
guires a seal, not a signature, and depositors can use fictitious names if 
they want. But the tax man didn't give up, and in 1988, a flat 20 percent 
was automaticaliy withheld for all interest, which seems to have guieted 
the tax man for now,4 but also to have fostered a vast exodus of savings 
from Japan to no-tax countries, which means Just about everywhere, 
including the United States. Foreigners with deposits in U.S. banks re- 
ceive their interest tax free. 

What attracted the world's tax gurus to Japan was the people's high 
propensity to save. However, there is a reason for that, and it isn't cul- 
tural. Many studies have noted, to our surprise, that in pre-war Japan 
the savings rate was the same as in the United States, so that isn't the 
reason.” The high savings rate can be explained by the tax-free and low- 
tax nature of interest income rather than any inclination to save. There 
is an economic truism at work here: “Whatever you subsidize, you get 
more of.” Thusif a nation wants its people to save more, it should just 
exempit interest income and see what will happen. Japan's high propen- 
sity to save can be duplicated by almost any country that makes interest 
income tax free or low taxed. 
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The same kind of incentives were used to encourage business expan- 
sion and upgrading plants that soon surpassed the industrial plants in 
competitor nations. (Japan now accounts for 10 percent of the world's 
aggregate gross national product.) Dividends are rarely large as earn- 
ings are plowed back into growth and expansion. In America, if earn- 
ings are not paid out as dividends, a company runs the risk of a horrible 
penal tax, but that is not so in Japan. Thus the U.S. tax laws often are 
framed to create tax liabilities; while in Japan they are designed to pro- 
mote enterprise. The Japanese and many of its Asian neighbors learned 
what Adam Smith told us over two centuries ago—heavy taxation crip- 
ples business, creates unemployment, and fosters evasion. Could any- 
thing be worse? 

There is an old maxim, often used by your automotive repairman, but 
applicable almost everywhere, “If it ain't broke, why fix 1t?” The Japa- 
nese government could have learned from that and perhaps have saved 
the Japanese economic miracle. They could have refrained from playing 
central banking gamesmanship, thus avoiding the boom-bust scenario 
that wrecked the Japanese economy and fiscal affairs. They could have 
avoided introducing Western taxes on savings and enterprise. While the 
tax experts of the West were suggesting we adopt the Japanese tax sys- 
tem, the Japanese were busy tearing it down, in more ways than one. 
Apparently the Japanese leaders of Japan Inc. did not learn from the 
British (and Canadians especially) that you can't stimulate an economy 
in the long term by taxing or borrowing money away from productive 
segments of the economy and spending it on unproductive projects. The 
other fiscal factor they did not learn is that enforcement of high taxes 1s 
dangerous to a country's fiscal health. Japan went from allow tax coun- 
try in the 1970s to a high tax country by 1990, which is when its trou- 
bles began. During that later period, deficits and debts rose to the point 
where Japan is now one of the world's most heavily indebted countries. 
Where did the wisdom of the Japanese go? In the passion to copy from 
the West, did they finally copy the wrong things? In the 1960s they were 
actualiy cutting taxes against the strong advice of the Ünited States. In 
the 19805, they had turned around and were now increasing taxes, this 
time following the advice of the United States. 

The increased taxation of the 1980s did more than stımulate flight 
from the Japanese fiscal markets; it also stimulated the flight of business 
to overseas production, especialiy the United States, creating almost 
two-thirds of a million new jobs in the Ünited States alone. And we 
must add to that all the employment created in the support or ancillary 
industries to the new Japanese companies. In short, Japanese companies 
have played a key role in recent U.S. industrial development. The re- 
cently observed bumper sticker on auto workers' cars— “OUT OF 
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WORK, HUNGRY? EAT YOUR IMPORT!” —no longer makes sense. 
The Japanese import is no longer an import, and is being exported back 
to Japan. 

Perhaps it is time for the Japanese people to assert themselves as they 
did in centuries past, long before Japan was opened to the world by 
Admiral Perry. The long period of Japan's isolation from the world, the 
Tokugawa period (1600—1867), was highlighted by innumerable tax re- 
volts. “Ikkı, ikki, ikki” (“Revolt, revolt, revolt”) was a common cry 
whenever tax increases were instituted.9 Since the most recent Japanese 
fiscal leadership seems to have no brains, an angry populous could lead 
them back to their recent and ancient roots of tax wisdom. 


The Pacific Melidown 


In late 1997, the world woke up to the shock of a massive chain reac- 
ton meltdown of many of the currencies along the Pacific Rim.” Japan's 
loan-happy banking infected the countries on the Pacific Rim. A huge 
borrowing binge available from ridiculousiy low interest rates (around 
I—2 percent) helped bring on the pan-Asian meltdown. Only Hong 
Kong was able to protect its currency at that moment. To understand 
this shocking situation, let us digress for a moment back into history, 
French history no less. 

During the French Revolution, when the guillotine was in full opera- 
ton beheading tax men among others, one of France's most brilliant 
fiscal and scientific advisors, Antoine Lavoisier, had spent some time 
advising the tax ministry and even had a short stint as a tax farmer- 
general, as a reward for his service. His name was discovered by the 
revolutionaries on the records of the tax ministry. This aroused suspi- 
cion, and he was arrested by the Revolutionary Tribunal and condemned 
to the guillotine. His plea for sparing his life was that he was a genius 
who could serve the new government. The tribunal answered this plea 
by declaring, “The Republic has no need of geniuses.” Except for its 
lack of civility, a good case can be made for dealing with today's fiscal 
geniuses in most governments. We have no need of them—certainly not 
the central fiscal and economic planners that so often lead a nation with 
good businessmen and workers down a primrose path to disaster. 

The French story does not end at the guillotine. A century before, the 
French finance minister Colbert asked a group of businessmen what the 
government could do for them. One of them replied, “Laissez-nous 
jaire” (“Leave us alone”). The meltdown in Asla, in large part, came 
from governments sticking their noses into economic and fiscal af- 
fairs—promoting excessive borrowing and spending, getting these na- 
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tlons “outonalimb,” which the markets simply “cut off.” The Interna- 
ttonal Monetary Fund comes to the rescue, saves the bankers by 
providing the funds to cover a myriad of bad loans for projects that had 
little economic value in the business world. Loans that, on a different 
and larger scale, remind one of the Savings and Loan debacle in the 
United States when loans were made, guaranteed by the American tax- 
payer, on security not much better than a bottle cap collection. 

To the south of Japan along the Pacific Rim, the small nations of Chi- 
nese descent have had economic miracles of their own—which are not 
mirages. The recent fiscal meltdowns should not distract from the phe- 
nomenal growth of these new countries over the past decades. The 
sound tax policies of these Asian tigers should help restore their econo- 
mies once more, after the fiscal geniuses in the government have been 
removed—those who have played disastrous currency gamesmanship 
and fiscal stimulation to lend-happy banking. Only Hong Kong has been 
able to weather much of the economic typhoons that have wreaked 
havoc with her neighbors. Hong Kong should survive, even with the 
Chinese take-over, primarily because, out of all the Asian Tigers as they 
are called, they alone had enough sense to keep the government's eco- 
nomic “geniuses” from ruining a good thing. 

Despite the current clouds that hang over the Pacific Rim, one of the 
lessons to be learned is their tax story, and Hong Kong provides the 
most wisdom. 

Britain acguired Hong Kong 150 years ago. Viscount Palmerston, one 
of Britain's best but least remembered prime ministers, was not very 
impressed with the acguisition, which he called “a barren island with 
hardiy a house on it.” The British, with a few enterprising Chinese, set 
up a free port for oriental trade. In a short span of time, Hong Kong 
soon became a thriving trading center for Far Eastern commerce. In 
World War II, Japan guickly occupied Hong Kong. There was a fast exo- 
dus of the British and Chinese traders. When the war ended there were 
only 600,000 inhabitants, down from 900,000. The place was dead; the 
businessmen were gone; and the colony was a shambles. Even water 
had to be imported along with all the food for the impoverished colony. 
For a while it looked as if Hong Kong would be an international charity 
case, supported primarily by the British taxpayer. 

The government, like most tax havens that were former British colo- 
nies, consisted of a governor sent out from London, and a local legisla- 
tive assembly and executive council that took charge of local affairs. 
Even though Britain was experimenting extensively with socialiısm, the 
Hong Kong government wanted none of it. With the revolution in China 
creating economic chaos, hordes of Chinese fled to Hong Kong. These 
were not the rich, but were mostly small shopkeepers and entrepreneurs 
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who knew what was in store for them under communism. Many were 
trom Canton and Shanghai. There were a few textile manufacturers who 
had the foresight to send their manufacturing machinery to Hong Kong. 
Not only did these petite capitalists set up shop in Hong Kong, they also 
dominated the local government. The population soon swelled to 2.5 
million. (Today it exceeds 6 million, a tenfold increase in just forty 
years.) 

Rather than become an international charity case, the Hong Kong 
leaders put everyone to work. The government adopted a true capitalıs- 
tic posture: Let the marketplace control; let the businessmen have a free 
rein; in short, non-intervention in economic matters. İn an age in which 
laissez-faire was considered outdated, this was a very remarkable ven- 
ture for a country that had nothing but too many people and no natural 
resources other than their brains and enterprising spirits. They adhered 
to the philosophy of Thomas Paine who said, “That government is best, 
which governs least.” From the 1950s to the 19705, no one believed 
that anymore. İnstead, the idea was that government must get involved; 
it must promote the right kind of businesses, create jobs, give the econ- 
omy direction, own a few businesses—plan the economy more or less, 
but more preferred. Total state planning like the Marxists demand was 
too much, but a healthy dose of socialism and government intervention 
was the new economic policy and theory of the age. It dominates Cana- 
dian economic philosophy to this day. There are three political parties 
ın Canada, but all are socialist to varying degrees. Canada prospers 
most of all because its economy piggy-backs on America's laissez- 
falre. 

In poverty-stricken and overpopulated Hong Kong, the government 
had faith in the businessmen, in their judgment and willingness to strug- 
gle in the marketplace. Are not the businessmen, the risk takers, better 
jJudges of how to invest their money? Can bureaucrats with taxpayers” 
money make better judgments? The Hong Kong government of busi- 
ness-orlented leaders believed the government was least gualified to di- 
rect the economy. Thus there was no promotion of the export business, 
no need for planning, no need for industrial projects or job creation 
projects. It was laissez-faire at its best, coupled with low taxes to in- 
crease profits. The profits in turn increased investments in new busi- 
nesses which create Jobs. It was not a vicious circle, but a wonderful 
one. 

Profits are what make the world go around economicaliy. They are 
the source of wages, of new businesses, of capital, even taxes for the 
government. Profits are also the primary flags and signals in the market 
place. The businessman is tuned in to profits, that is what motivates 
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him. As we have now learned, and as the communists and soclialist ex- 
periments have learned painfully, bureaucrats are ignoramuses with no 
feeling for profits. It is a world they don't even understand, let alone 
have talent in. Planning often distorts the market place for a while. 
Planned economies tend to be too large in some areas, too deficient in 
others. To be blunt, they tend to screw things up. The governments of 
Japan and Korea thought shipbuilding was a desirable pursuit for gov- 
ernment support. They misjudged. They wrecked shipbuilding world- 
wide, including their own idle shipyards where billions have been in- 
vested. Thanks to government support, the billions have been lost. 

If these eager governments had stayed out of subsidizing their ship- 
building businesses, the world's shipping needs would have been met 
with no overproduction and no wrecking of the shipyards elsewhere 
around the world. This is just one example. There are dozens more. 
Today, there is considerable downgrading of state intervention in both 
Korea and Japan. Canada may also have learned its lesson in its many 
state-owned aircraft plants. Most of them have been sold off to Ameri- 
can aircraft manufacturers, or Canadian entrepreneurs, at horrendous 
losses for Canadian taxpayers. When government planners turn out to 
be right, we forget the costs to the taxpayers and that, with the right 
profit and tax incentives, private business would have been active any- 
way. Businessmen are drawn to profits just as the 49ers were drawn to 
California's gold. Wherever there is great profit potential, there will be 
a mad rush of investors and developers. When the bureaucrats misjudge, 
taxpayers are the inevitable losers as well as the businessmen who get 
sucked into the fly-trap. 

The Hong Kong miracle has had a strong impact on other Asian “mir- 
acles.” The leaders of Singapore, Taiwan, Japan, and Korea have all 
withdrawn considerabiy from government intrusions into business. The 
wisdom of Adam Smith and laissez-faire has more than proven itself 
over socialısm and state ownership and intervention in the market place. 
I suspect that a hundred years from now our wise descendants will look 
back upon the twentieth century as an age which experimented with 
socialism in its many democratic and totalitarian forms. They should be 
able to easily note that socialism failed to solve the world's economic 
ills; it usually made them worse. The hybrid tax haven of Hong Kong, 
with its low taxes and non-intervention in business, may stand out as 
one of the many places that rejected socialism in toto, and reaped enor- 
mous prosperity out of what should have been a hopeless situation. 
Most Third World countries that tried socialism were a mess. 

Three other Asian tiger countries have made miraculous progress 
using moderation in taxation, and all of them came out of the Pacific 
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War with little more to go on than a strong incentive to succeed. Singa- 
pore was once a Marxist country when it withdrew from the British 
colonial system. Having no capital and no natural resources, similar to 
Hong Kong, they offered foreign businessmen five to ten years of tax 
freedom if they would come and set up export manufacturing busi- 
nesses. The tax immunity would continue if the company would con- 
tinue to export and to plow eamnings back into manufacturing. The gov- 
ernment built industrial parks, and when labor became militant and 
strike threatening, the government regulated wages, hours, overtime, 
even pensions.3 

As a rule with all of these pro-business efforts and a skilled work 
force, annual investment increased from $40 million to $500 million in 
twelve years. Exports, which these manufacturers were drawn to, in- 
creased from $2 million in 1960 to $35 billion in 1985. 

Taiwan, like Singapore, also experimented with socialism—China 
Steel, China Shipbuilding, China Petroleum—government ownership of 
basic industries, the dogma of socialism. But in time socialism was 
abandoned, foreign investment enhanced, first the Japanese, then the 
Americans, then the whole world came. The motto of the government 
was: “People will produce if they are allowed to keep the fruits of their 
labor.”? If you look back in our history, that motto was a Jeffersonian 
idea. But that motto is also a simple way of saying keep taxes low, what 
has made another miracle economy in the Pacific Rim. 

The Asian tigers with their fiscal woes today have learned that there 
ıs more to maintaining prosperity than a moderate tax system. Big 
mega-buck projects are impressive to the visitor, but are they impres- 
sıve on a balance sheet? A profit and loss? What will the marketplace 
do when excessive loans cannot be repaid, when the local currencies 
fall into disfavor. When governments and banks lose touch with astute 
business horse sense, what is left but a free-fall for the local currency, 
the local stock market, and local prosperity.'9 | 

On the positive side, the Asian economies are living proof of the vir- 
tue of moderation in taxation, and of the follies of central banking and 
excessive and imprudent borrowing on the negative side. But their be- 
lief in the wisdom of moderate taxation, in promoting prosperity 
through the private sector instead of government central planning, may 
at first appearance be simpliy copying from the wisdom of the West be- 
fore we, in this century, got seduced by the philosophy of socialism. 
There was once a time when the economic maxim of America was: 
“The business of America, is business.” Is this where the modem Asian 
tigers got their wisdom? From Adam Smith two centurlies ago? Not en- 
tirely. 
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The economic philosophy of laissez-faire was popularızed by the 
Chinese long before Adam Smith, as we noted with the Chinese em- 
peror Ching-ti in the second century B.c. and his political and economic 
philosophy of “Governing by Doing-Nothing.” His reign was noted by 
Chinese historians as one of peace and prosperity, and with imperial 
coffers and granaries filled to the brim. 


Israel's Economic Drag 


Israel came into being about the same time as the Asian tigers, but 
had much more going for it. With the spirit of devotion of the Jewish 
people throughout the world as well as in Israel, with huge sums of 
financial support including American aid, the state of Israel should be 
the most prosperous country on earth. No new country ever had such 
strong moral and fiscal support from abroad as did Israel. In addition, 
energetic human capital flowed into the country—people willing to ac- 
cept whatever burdens the state placed upon them, and make whatever 
sacrifices were necessary to make the land flow with milk and honey. 
For a while, with all this support, Israel prospered, and her socialism 
appeared to be workable. But that is now past; except for Jews from the 
former Soviet Union, Jewish people are no longer immigrating to their 
Promised Land. The lure of their ancient homeland—the land of Abra- 
ham, Isaac, and Jacob, of Moses and the Tribes of Israel—has been 
overshadowed by the economic drag of the socialist policies espoused 
by ali political parties. For the past decade, the net immigration of Jews 
to İsrael is a minus. More Jews are leaving Israel than are entering. 

Israel's decline begins with excessive, dumb taxes, which are too 
high for companies as well as individuals. As can be expected, these tax 
rates create large disincentives to economic growth and enterprise and 
yield little revenue. In short, Israel's tax code distorts prices and dis- 
courages work, savings, and investment. It also encourages the more 
enterprising Jews to emigrate to more gentler tax climes. 

The state-owned enterprises and kibbutzim, which form the backbone 
of Israel's industrial and agrarian economies, are inefficient and act as 
a drag on the economy .!! For nationalized companies taxes per em- 
ployee are lower than in private firms, sales per dollar of investment are 
lower, profits per dollar of assets are lower, sales are lower per dollar of 
assets, and wages and operating costs are higher. Notwithstanding all 
the spirit and energy of the Jewish people, the economy is, and has 
been, going downhili relative to the rest of the world. Israel is a mess. 
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As two prominent Jewish scholars observe: “Israel has repeatediy bro- 
ken every major economic rule in the book. In conseguence, its socialist 
economy is suffering slow growth. This socialist drag is not only de- 
stroying Zionism but is also impinging on the nation's national se- 
curity.”12 

How did this happen? How did the Jewish people, who claim to be 
among the most intelligent and creative people on earth, be so fiscalliy 
and economicaliy stupid? When the more productive nations of the 
West are lowering taxes, abandoning exchange controls, privatizing 
government business follies, relying on market forces, getting the bu- 
reaucrats and politicians out of making business decisions, why are the 
Israeli's not getting the message? 

We cannot answer that. Perhaps the bureaucrats who consider them- 
selves to have the “know” are too entrenched, just as in Russia. But we 
can understand how socialism got such a hold on Israel. The founding 
fathers of Israel emigrated from Eastern Furope when the religion of 
socialism was strong. Capitalism was viewed as an enemy to progress, 
social justice, and economic weli-being. The Great Depression was be- 
lieved to be the conseguence of the capitalistic systems. Socialism 
would be insurance against any such economic disaster. A nation's 
prosperity would be assured if its economy was directed by wise bu- 
reaucrats. Capitalism was, as Marx pointed out so weli, the exploiter of 
the masses, leading to a society of innumerable poor, exploited by the 
few super-rich. Socialism would end all that. There is no doubt also, 
that both communism and socialism have had strong Jewish supporters 
and thinkers. Marx, Trotsky, and a host of other fanatics came from the 
ranks of Jewish thinkers. That thinking found its way into the thinking 
of all the founders of Israel's many political parties and leaders. As one 
writer states, “To this day, the Zionist-socialist matrimonial bonds re- 
main strong.”!?* And, we should add, as a conseguence the economic 
system Will remain weak. 


The Lajffer Curve: What a Tax System Should Be 


Arthur Laffer, an economist at the University of Southern California, 
observed that there are always two rates of tax that produce the same 
amount of revenue, a high rate (the negative) and alow rate (the posi- 
üve). The U.S. Treasury learned this early when progressive income tax 
rates escalated from 1916 to 1921. The surtax (progressive rates for in- 
come) which increased from 7 percent in 1916 to 77 percent in 1921, 
produced almost the same amount of revenue.!4 
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Incomes over $300,000 
Year Rate Taxes paid at progressive rate Returns filed 
1916 70 $81,404,194 1,296 
1921 TIYe $84,797,344 246 
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The Laffer Curve. In the 1920s, the treasury discovered that 
a 77 percent tax rate produced about the same revenue asa 
7 percent tax rate. This truism was lost for about fifty years 
and still hasn't been rediscovered by most of our tax 
makers. 


Putting these data on the Laffer curve, the negative side, point A, 
would be 77 percent; the positive side, point B, would be 7 percent. 
Both rates produce the same amount of tax. The low rate is the ““posi- 
tive” side, the high rate the “negative” side. 

But you may wonder where all the rich taxpayers went in 19217? The 
80 percent who vanished from the tax rolls? Isn't this the same problem 
the Romans had, when Diocletian was forced to enslave the once free 
Romans when they disappeared in wholesale numbers off Roman tax 
rolls? While many today have rebelled (like the Romans) with their 
shoes and left the Ünited States, the main flight was via the tax planner, 
what I have called “Yankee Ingenuity.” Taxable income simply found 
its way into non-taxable income or investment gains not subject to tax, 
or through some other fascinating loophole in the tax code. Unlike the 
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loopholes the Japanese government built into their tax code, the loop- 
holes in the American tax code, most of the time, came from the tax 
planner. 

The tax man in America embarked on a plan to make the tax law 
increasingiy complex, partly to curb tax avoidance, but the tax planners 
took this complexity and turned it back on the tax makers. The game 
went on and on until we have a tax law so complex, so massive in detail, 
that there is no one person today capable of becoming knowledgeable 
about the whole code—it is, at times, beyond human comprehension, 
and keeps becoming increasingly incomprehensible, even unintelligi- 
ble. One thing is for certain, you can't accuse the government s tax 
makers of being smart. 


Will Good Taxes Make a Miracle Economy? 


Bad taxes certainly are an impediment to creating a miracle economy, 
and good taxes are an ingredient that will help a great deal, although it 
is doubtful if we believe that as much today as did our ancestors of the 
last century. In 1862, an editorial in the Atlantic magazine said: 


Introduce a wise and efficient system of taxation and life and energy will 
pervade the country. Without such a system, it will sink into general and 
fatal paralysis. 


Europeans saw this as well at that time. When the American Civil 
War was raging, Europeans who believed in America's democracy were 
saddened that this great promise of democratic government had failed. 
It was hoped that the American democracy would bring in an era of 
peace, commerce and prosperity, when it had erupted with internal war- 
fare on a level of devastation and slaughter unknown in the recent past. 
But it did produce three important achievements, wrote the editor of 
The Ouarterly Review in October 1861. It produced a government that 
was cheap and free from debt, low taxes, and a horde of immigrants 
from Europe willing to work. And that produced the greatest prosperity 
ever known in history. Unfortunately, peace and goodwill among the 
citizenry did not happen. Democracy could not guarantee that. 

Cheap government and low taxes were a remarkable achievement to 
Europeans. İmmigrants were a boon to prosperity as weli, but does this 
explain America's unparalleled prosperity and economic greatness? Is 
there a hidden catalyst not apparent to the observer? 

The hidden factor the European observer did not note was the enter- 
prising spirit of the Americans, a spirit that was also at work in Europe, 
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but which was stifled to some extent by big, intrusive, taxing and regu- 
lating governments. That same spirit makes America great today, not- 
withstanding a government that is not cheap, not free from debt, and 
taxes that are not low. This spirit, which Franklin called the principles 
of honesty, İrugality, industry, and good money management, was t0- 
tally lacking in the Spanish colonization of the New World. Theirs was 
a lust for gold, exploitation, and indulgence. A Spanish novelist at that 
time acknowledged that one would die of hunger before taking up a 
trade and working. 

Today, in the Third World nations in Africa, the Middle East, and 
Latin America, money and low taxes won't help and cannot provide the 
motivation and enterprising spirit necessary to produce riches. Ameri- 
can forelgn aid and oil wealth seem like money going down a black 
hole. Yet in Asia we have witnessed the adoption of the spirit of work 
and enterprise that came from the Western world. We saw a miracle 
economy rise in modern Japan when the Japanese a century ago threw 
off the samurai society and started copying Western ways. We saw this 
happen recentiy with the Asian tigers in the Pacific Rim, and while they 
have been badiy burned by their bureaucratic follies and fiscal foolish- 
ness, they should reemerge as the amazingliy vibrant and growing econ- 
omies they have been. While no man is above the market, including the 
Asian fiscal fools, no man is wiser than the market either. And this is a 
lesson the Japanese have to learn if Japan is to get back on track. 

David Landes, in his remarkable study The Wealih and Poverty of 
Nations (1998), predicted that the rich nations will get richer and the 
poor nations will get poorer, and there is nothing we can do about it 
because of the lack of the entrepreneurial spirit that is needed to acguire 
riches, no matter what. No amount of foreign aid, oil riches, natural 
resources, İow taxes or even cheap government, can make up for this 
spirit. 
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What Constitutions Are Supposed 
to Do 


Constitutions are formed to deter... the governors from tyranny. 
—James Madison, 7he Federalist 


When Madison called attention to the dangers in a democracy of the 
majority overburdening a minoriy with greater taxes, he further accen- 
tuated the problem by noting that “Tt is vain to say that enlightened 
statesmen will be able to adjust these clashing (tax) interests, and render 
them all subservient to the public good. Enlightened statesmen will not 
always be at the helm.”' At the North Carolina convention for ratifica- 
tlon, a wise delegate named Caldwell concurred with Madison: “Tt is 
remarkable—ithat gentlemen, as an answer to every improper part of it 
(the Constitution|, tell us that every thing is to be done by our own 
representatives, who are to be good men. There is no security that they 
will be so, or continue to be s0.”? 

We do not have to look back very far in time to realize just how wise 
these men were. The concept of checks and balances in government had 
its origin, most of all, in checks on the tax gatherers. The final check 
was to be the Constitution. Unfortunately, on the federal level, we live 
in a period devoid of protection, but throughout Western history, going 
back to the Edict of Paris in a.p. 614, and later through Magna Carta to 
the modern era, we see a continuing drama of checks on taxation 
through fundamental charters, treaties, and constitutions. America, 
however, only in this century has been without constitutional protec- 
tlon. 

On the state level, many constitutions are alive and actively protect- 
ing taxpayers. On the federal level, constitutional tax controls evolved 
from the nineteenth-century position that taxes had to be egual,? to the 
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twentieth-century position that they can be just as unegual as Congress 
desires—grotesgue, abusive, destructive, brutal, just as ugly and bad as 
the legislature can devise. If the people don't like it, they have the ballot 
box. As early as the 1950s, legal scholars were resigned to acknowledge 
that federal tax legislation was no longer subject to any constitutional 
challenges.* There was one remaining restriction, and that was thought 
to be geography. Taxes had to be the same everywhere, but by the end 
of the 19805, that too had become an “empty shell.”> The Supreme 
Court has in effect engaged in a kind of strange “nullification” of ex- 
pressed, constitutional commands, what legal scholars have called the 
“empty shell” technigue, which could be more forcefully expressed as 
ripping the guts out of the Constitution. 

This empty shell process began with this century, at the same time 
that many provisions of the Bill of Rights were “boldiy thrown over- 
board,” as the recently appreciated journalist H. L. Mencken observed 
in the 1920s. “How caused, I don't know,” said Mencken, but “Holes 
began to be punched in the Bill of Rights, and new laws of strange and 
often fantastic shape began to slip through.” 

The Court has developed a bady fragmented personality, almost 
schizoid. Segregation, which was legal for a century, was now unconsti- 
tutional because it was, in the words of the chief justice, “inherently 
unegual,” even violating due process. By comparison, tax laws which 
are not just inherentiy unegual, but intentionally and deliberately so, 
are constitutlonal. In the matter of segregation, the Court strained the 
language of the Constitution to order eguality among races. With taxa- 
tion, it also had to strain the language of the Constitution, but this time 
in the opposite direction, recognizing and approving ineguality, and 
nullifying the command of uniformity. The reason for this 1s partly his- 
torical, partly the conseguence of specious scholarship and logic, and 
partly the conseguence of a changing perception of liberty. We noted, 
perhaps with some surprise, how the Founders placed taxing at the very 
top of their list of what liberty stands for.” Today, taxation is no longer 
on the list, not even at the bottom. Perhaps this is what is behind the 
Court's flip-fİlop. 

Constitutions thus have a long history of protecting taxpayers. There 
have been three primary devices in the constitutional sphere. The first 
deals with the matter of separating the power to tax from the power to 
spend. As we noted, this was at the heart of the British and English 
constitutional system before Parliament became all-powerful. Once the 
British Parliament started to spend taxpayers” money at will, the spend- 
ing power soon overrode the interests of taxpayers and the long histori- 
cal practice of moderation in taxation. The British government guickly 
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moved İrom İrugality to extravagance, to unlimited military adventures 
as opposed to defense of the realm, to unlimited governmental intru- 
sions into the lives of the people. Liberty has given way and been com- 
promised to increase Parliament's spending pot. 

Neither kings nor the best democratic institutions can be relied upon 
to control their spending appetites when the power to spend and tax 
resides in the same political body. The concept of separation of powers, 
which 1s so fundamental to American constitutional thought, should, 
first and foremost, operate in the taxing and spending spheres of gov- 
ernment. 

Gorbachev's perestroika and his short-lived but dramatic Soviet gov- 
ernment provides unexpected support and proof of the value and case 
with which the separation of powers works in taxation. The Supreme 
Soviet had been a rubberstamp congress for over fifty years since it was 
created by Stalin in 1936. It approved whatever the communist govern- 
ment put before it. That ended with Gorbachev's reforms. Capitalism 
was legalized, and, as is to be expected, income taxation followed. 
However, for the first time in the Supreme Soviet's life of fifty-plus 
years, these deputies rejected the government's plan for high income 
tax rates. It shocked and shook-up the Soviet government; it surprised 
the political experts in the West, but it shouldn't really have surprised 
anyone. Having no real power to spend, and looking after the interest 
of the Soviet taxpayer of tomorrow, the deputies believed income tax 
rates should be modest. The rates the government sought were rates our 
Congress would have had no trouble with. Indeed, the highest rate (55 
percent) the Soviet government sought was considerabiy lower than the 
highest rate we labored under from Franklin Roosevelt up to the time of 
Reagan. 

If the rejection of high income taxes wasn't enough, in early October 
1989 the Soviet legislature turned down another tax proposal for new 
taxes on beer, cigarettes, caviar, anda few other luxury food items. The 
legislature felt the price of these popular items was high enough, al- 
ready too high for most consumers. 

Now if these rejections had been done before Gorbachev, God knows 
what would have happened to the disapproving deputies. With peres- 
troika and glasnost, the deputies had the liberty of voting how they be- 
lieved rather than how they were told. This new Supreme Soviet, like 
the British Parliament of old, had not the real power to spend. And, like 
the English Parliament of the past, they looked out for the taxpayer first, 
and the government second. 

The second constitutional method I will call the Swiss system, al- 
though it has been operating in the United States on the state and local 
level since the founding of the nation. Voters have to approve taxing 
and spending. Local school bond and road bond issues are examples. 
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The Swiss attack the problem on a national level. More often than not, 
the Swiss taxpayers turn down reguests for increased taxes and spend- 
ing and the government has to adjust itself to the food on the table, 
which is why the Swiss president rides to work on the streetcar. In the- 
ory, this is taxation by real consent rather than vicarious consent. İn a 
democracy there are some decisions that should be left to the people 
alone, and to the Swiss, taxation and spending is such a decision. 

Our present system is similar to a master-servant relation where the 
master permits his chauffeur to decide what kind of a car to purchase. 
The chauffeur, who does the driving, will naturally want the best for his 
pleasure and enjoyment—but the master may not want a Rolls Royce. 
Likewise, taxpayers may not want all the expensive services and activi- 
ties that their legislators desire. Our problem is that we have let the 
chauffeur make a decision that should be left to the master, the tax- 
payer. 

The third constitutional device was what the Framers of the Ünited 
States Constitution had in mind. The concept was simple—set up con- 
stitutional controls over both taxing and spending. When fears of run- 
away taxation were expressed during the debates for ratification, both 
of these controls were held up as effective means of preventing abusive 
taxation and spending. Even the strongest advocates for the federal con- 
stitution readily admitted, as we have noted, that tax makers, without 
constitutional controls on taxing and spending, would not adopt wise 
taxation, but rather, abusive taxation. The temptation, said Madison, 
was t00 great, and minorities would be trampled upon. Without the 
proper apportionment, uniformity, and eguality in taxation, govern- 
ments would spend too much, tax too much, and overburden some and 
underburden others. This, of course, is the system we now live under. 

When the delegates went to Philadelphia in 1787, they had no illu- 
sions about the dangers in granting a federal government taxing powers. 
They all agreed—standards, limits, and controls were absolutely neces- 
sary. No one then, or during the debates, ever suggested Congress 
should have the power to tax at will. No one wanted the big fish to eat 
the little fish (taxpayers). Two hundred years have passed and we are 
right back to sguare one, for the controls they thought were built into 
the system have failed. The importance of constitutional controls were 
freguently expressed in the nineteenth century by the Court. In one of 
the carliest cases, Justice Samuel Chase said the Framers of the Consti- 
tution cannot be supposed to have “contemplated taxation by a rule that 
would evidentiy create great ineguality and injustice.” Another Su- 
preme Court justice (Paterson) said, it would be “absurd” to think the 
Framers would have allowed an ineguitable tax. Again, Justice Iredell 
spoke of the “dangerous conseguences” bad taxation would bring, 
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which would be “altogether destructive to the nation of the common 
interpretation Jon) which the very principles of the Constitution are 
founded.”8 

We don't find expressions like this in the twentieth century. One fed- 
eral judge who foolishly thought the uniformity clause still had some 
force (he was slapped down by a unanimous Supreme Court decision) 
commented that a tax could be arbitrary, destructive, confiscatory—you 
name the evil—and it would still not be unconstitutional.?* One wonders, 
if the Framers had said this in 1787 when the Constitution was up for 
ratification, would even one state out of the thirteen have voted for the 
Constitution? Indeed, would even one delegate from one of the state 
legislatures have voted in favor? To be blunt, without strict and clear 
constitutional standards for tax making, ratification wouldn't have had 
a prayer. 

Constitutional controls have a long and successful history of keeping 
the big fish down to size. The most recent example, which captured the 
attention of the whole world, was Proposition 13 in California in 1978. 
The tax revolt in California that produced Proposition 13 was not antici- 
pated by governments or even the press. Its leader, Howard Jarvis, was 
dismissed as a crackpot and his supporters were a small, but loud, mi- 
nority. The landslide victory for California's taxpayers had repercus- 
sions all over the world. Newspapers in Sydney, Australia, carried bold 
headlines the size of wartime extras. There are more angry taxpayers in 
the world than most governments want to admit, and these angry people 
want better taxation and prudence on the part of governments. Changes 
in tax rates or even periodic modifications within the system are not 
enough. We desperately need new tax inventions. Proposition 13 was 
such an invention, and that is why it captured the imagination of the 
whole world. Most California taxpayers were not greedy, as the Cana- 
dian press had depicted them; they were desperate homeowners fighting 
to keep their homes. Property taxes in California had escalated far be- 
yond the growth in earnings of the average householder. Something had 
to be done. 

Proposition 13 was a constitutional amendment that set limits on real 
property tax rates. The idea that taxes should conform to constitutional 
standards is not new. Modem constitutions derived from the “charters” 
of the Middle Ages. Magna Carta, which was the most famous, was but 
one of many charters that limited the taxing powers of kings and nobles. 
Limits on tax rates and taxing powers were common. You could say 
that Proposition 13 was the resurrection of a very ancient technigue of 
restraining the tax man. 

If we are to resurrect the principles of constitutional control over tax- 
ation as the Framers intended, we wouldn't have to do much more than 
breathe life back into the provisions they handed down to us, especialiy 
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Proposition 13 was ridiculed by the press and by both political parties in California, but 
it not only changed the California constitution for taxpayers—it became a format for 
change for many other states. 
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the UNIFORMITY clause. There should be, as they intended, no more 
discriminatlon in taxation. No more “odious arbitrariness.” No more 
tax immunities for some, or confiscatory rates for others. Whatever the 
rates, whatever the tax, it should be the same for all. 

There are a fascinating number of words to describe the different 
kinds of tax immunities that exist. Illegal schemes are called evasion, 
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or more recently, improper self-help; tax gamesmanship is called avoid- 
ance, or tax planning; exemptions are loopholes expressed in the tax 
code. Taxpayers who pay the most tax are those who sit back and do 
nothing. While tax planning was once an exclusive game for the rich, it 
is now the pursuit of everybody except the foolish. 

Personally, I think we should describe all tax immunity as evasion, 
because all wealth (labor included) should pay its fair share of the cost 
of maintaining society. Wealth that does not do so evades its responsi- 
bility to the society that protects and sustains it. Tax morality should 
apply to governments as well as individuals. It is just as immoral for 
governmenis to grant exemptions as it is for citizens to hide their in- 
come. This, of course, isa new concept of tax morality, but we are in 
need of new thinking from which new tax inventions can be developed. 

We would be shocked if any citizen were granted immunity from the 
criminal law, yet we tolerate immunity from the tax law on a grand 
scale. All kinds of pressure groups are demanding and receiving tax 
favors from the government, like the many classes of commoners who 
demanded and received noble status in the kingdom of France. Modern 
constitutlons deprive governments of the power to grant aristocratic 
status. Should they not also be denied the power to grant tax immunity 
status, which is what noble status was all about in the kingdom of 
France? The most serious defect in our tax system is its conflict with 
the foundation of democracy, which is that a law, to be just, must mete 
out egual treatment to all. 

Class politics would not dominate tax-making if our legislators were 
prohibited from granting tax immunity and exemptions. When that hap- 
pens, the last bastion of aristocracy within our society will disappear. A 
constitutional mandate reguiring eguality in taxation would be wel- 
comed by the people, like a cleansing of the temple of money-changers. 
Naturally, our legislators wouldn't like this because they are the money- 
changers of the modern world. 

In the 1950s the Warren Court reversed the decisions which gave con- 
stitutional support to segregation. The Court breathed life back into the 
egual protection clause. Unfortunately, the Supreme Court should not 
be counted upon to breathe life back into the uniformity clause, at least 
not today's Court, even though the constitutional command for unifor- 
mity in taxation is much stronger than that for school busing or even 
segregation. There is ample precedent in the opinions of the Court in 
the nineteenth century to support a judgment that the Internal Revenue 
Code is so lacking in uniformity in so many ways as to be blatantiy 
unconstitutlonal. To avoid fiscal chaos from such a decision, the Court 
could stay the execution of the judgment for five years to enable Con- 
gress to clean up the mess they have created and adopt wise and uniform 
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tax legislation. Unlike the desegregation decision which enraged the 
ruling establishment in the southerm states, a renewal of uniformity in 
taxation Would produce a tax renaissance for all Americans, which is 
certainly better than another Boston Tea Party.'* 

Next, Congress's spending powers should be curbed, Just as the Con- 
stitutlon provided. There is no doubt the Framers believed this was an 
important key to keeping the big fish down to size. They thought they 
had achieved this by providing that tax moneys could only be spent for 
military purposes for the “common Defence” of the nation, and for the 
general welfare. Most of all, these provisions were tax control devices, 
to keep taxes moderate. We have gone so far away from these com- 
mands we could hardiy return to them. 

But the intention was clear and uneguivocal— tax expenditures only 
for defense. You wonder how our government could have trampled over 
this remarkable restriction and the wisdom it tried to give to future gen- 
eratlons. We have paid a heavy price in human life and taxes by reject- 
ing their wisdom. The Spanish-American War, even World War I, and 
certainly Vietnam, were wars that had nothing to do with the defense of 
the country. It is not at all inconceivable that if America had stayed out 
of those wars, the world, and America's stature, would have been much 
better than it is today. 

Alexander Hamilton acknowledged in The Federalist, No. 34, that 
under the Constitution we have “tied the hands of government” from 
engaging in “offensive wars founded on reasons of state.” This may not 
have been as “novel” as he said it was, at least, not a few centuries 
before. Feudal aids sought by kings throughout Europe were routinely 
rejected 1f the military action was not for the defense of the taxpayers' 
lands. In the early modern period the tax revolts that wrecked imperial 
Spain were caused by taxation which was to be used to protect the “vital 
interests” of the empire overseas, and not the lands of the taxpayers. 
War taxes could only be justified for defense. This was not a novel idea 
at all and had its roots in Christian morality. As one European historian 
writes: 


they (the Netherlands) were constantly on the alert to ensure that the Span- 
ısh king did not use Dutch tax revenues for (offensivel wars.... This strat- 
egy wasin line with the prevailing Dutch and Spanish view that tax reve- 
nues were only to be spent on wars in the defense of one's own country.!! 


The key issue in Hamilton's comment is the term “Reasons of State,” 
which was well understood in Hamilton's day and throughout most of 
history all the way back to the Greeks. Sparta went to war against Ath- 
ens in a preventive war to check the growing power and threat of the 
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Athenian empire. The domino theory for the Vietnam War was a similar 
excuse for a preventive war against communist expansion. When the 
Athenians made brutal attacks on neutral cities, Thucydides tells us they 
jJustified their action by a plea of necessity. Germany made the same 
excuse in 1914 when it violated Belgian neutrality. “Reasons of State” 
is the universal principle that permits every nation to do militarily what- 
ever it feels is necessary “to preserve the health and strength of a 
state.”? It has been said to be “The just cause, necessity, or evident 
utility of making law, doing Justice, of fighting a war for the public and 
common utility, the status, of the kingdom.”!3 

The Soviet invasion of Afghanistan was fully justified by the princi- 
ple of the Reasons of State. Unfortunately, this principle takes morality 
out of war. Senator J. William Fulbright in 1959 said, “To infuse moral 
concepts into a political discussion is simply to confuse the issue. ... 
Morality is not involved in achieving policy.”!4 In short, the state is 
amoral, even immoral. It can do things that, if done by a private citizen 
or group of citizens, would be a heinous crime. 

In the past few years American military actions in Panama, Grenada, 
Vietnam, and the Persian Gulf were founded on and justifed by Rea- 
sons of State. But were they justified by the Constitution, a higher law 
than the law of nations? The Constitution does not prohibit offensive 
military action for Reasons of State. The U.S. government can engage 
in all the wars it wants to with congressional permission. What it can't 
do is use tax moneys for such purposes. That is why Hamilton used the 
term “tying up the hands of government,” i.e., prohibiting the use of 
tax moneys for such purposes. 

The fact that no American government has seriously wrestled with 
this issue would suggest that no American government has been aware 
such a prohibition exists. The military expenditures for the Nicaraguan 
rebels, for which President Reagan's aides were prosecuted, were actu- 
ally forbidden by the Constitution. Congressional prohibitions against 
military expenditures were not only unnecessary, they were illegal, 
since Congress did not have the power in the first place to spend tax 
moneys for this civil war. In the Persian Gulf War against Irag, Japan 
and Germany refused to send military forces because their Constitu- 
tlons prohibited this; actually, so does the U.S. Constitution. In Wash- 
ington's Farewell Address, he said: “The Constitutlon which at any 
time exists, until changed by an explicit and authentic act of the whole 
people, is sacrediy obligatory upon all of us.” 

Finally, the general welfare clause was designed to prevent spending 
tax moneys for the welfare of some special groups, areas or persons, 
that is, to prevent Pork Barrelling. Unless an appropriation benefits the 
nation as a whole, it would be unconstitutional. 
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Constitutional changes don't come easy as those who have worked 
for the adoption of the balanced budget amendment have learned. That 
Amendment was designed to prevent the huge budget deficits that until 
recently had plagued the nation. We now pass our huge debts on to our 
children and grandchildren. It would be infinitely better to curb spend- 
ing by preventing uncontrolled and unlimited expenditures for whatever 
may Suit the Congress's fancy. Unfortunately the desire of the Framers 
to control spending by specifically stating what tax moneys could be 
used for, has not worked. 

The basic concept of federalism was set forth in the Tenth Amend- 
ment, which provided that the federal government could only do what 
it was expressiy authorized to do in the Constitution. All other political 
powers were reserved to the states and to the people. The recent history 
of constitutional law is a history of how to circumvent the limitations 
against unlimited federal power as set forth in the federal Constitution 
and its Amendments. We have arrived at the sorry state of affairs where 
there is nothing the federal government cannot do in matters of taxation 
or anything else as long as it wants to and follows the appropriate loop- 
hole in the Constitution—Ioopholes, incidentaliy, which were never in- 
tended, but were discovered and tolerated with the Supreme Court's 
blessing. 

The constitutional history of the United States could be well illus- 
trated by a story conceming W. C. Fields in his later years when some- 
one found him propped up in bed reading the Bible. “Bill,” said his 
irlend, “What are you doing reading the Bible?” “Looking for loop- 
holes,” Fields replied.'© 
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Learning from the Past 


History makes men wise. 
—Sıir Francis Bacon 


Polybius, considered the greatest historlan of the ancient world, said 
that the best preparation for politics was the study of history in order to 
avold the disasters of others.! A modern philosopher, the late George 
Santayana, echoed him in saying that those who cannot learn from his- 
tory are condemned to relive it. As often as these axioms are repeated, 
we do not apply them to taxation—at least, not in the twentieth century. 
It should seem irrefutable from this study, however, that the wrong kind 
of taxation has brought terrible calamities to civilization. A government 
that taxes excessively 1s like a spouse that engages in adultery. Its de- 
structiveness is usually not apparent untl it is too late. 

The famous football coach from Ohio State University, the late 
Woody Hayes, was once asked why his juggernaut football teams did 
not pass the football more often. Woody replied that when a team passes 
there are three things that can happen and two of them are bad. There 
is an analogy to heavy taxation in Woody's remarks. When a govern- 
ment taxes too much there are also four things that can happen, and 
three of them are bad: rebellion, flight to avoid tax, and evasion. There 
are even more things that go bad with society: chronic inflation, low 
productivity and slow economic growth, strangulation of freedom by 
state regulatory bureaucracies, a gradual erosion of individual freedom 
and self-determination by a paternalistic state, and a punitive and con- 
fiscatory tax system. 

Most taxpayers do not look beyond their daily burdens, which are 
depressing enough. Until the 198085, tax rates were out of control. Gov- 
ernments seemed to be unable to stop the ever-accelerating rates and 
ever-more-complex tax laws. We have finally started to rollback the 
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rates, but the complexity has gotten worse. Taxation could be called a 
scourge of the entire twentieth century, along with world wars, pollu- 
tlon, and over-population. In our search for wisdom, tax history pro- 
vides many startling conclusions. 

We have attempted to bring to light the impact of taxation upon his- 
tory and upon the lives of individuals. The suspicion of many writers 
and historians—that great empires tax themselves to death—finds sup- 
port in history and has become a fashionable theme.? Many of the great 
events of history, certainly most revolutions, have been rooted in taxa- 
tilon. Taxes have often been the fuse that ignites the powder of human 
discontent, but once the explosion occurs, we seldom take notice of the 
fuse. Even with the civilizations lost from history, of which we know 
so little—if their silent temples and ruins could speak, what tax tales 
would they tell? The ancient Mayan civilization, according to one 
scholar, ended when taxpaying citizens simply disappeared into the jun- 
gle instead of paying taxes.3 

By now it should be clear that taxation is a good barometer of a social 
order. Nothing reflects a nation more faithfully than its tax system. A 
society can best be evaluated by examining who is taxed, what 1s taxed, 
and how taxes are assessed, collected, and spent. Those in control of 
the political process invariabiy bear lighter tax burdens than those on 
the outside. Tax avoidance is thus a prerogative of those in control of 
the system; evasion is the alternative for those on the outside. 

We have noted how, from the earliest records of civilization, the his- 
tory of human liberty is intertwined with the history of taxation. Tax 
laws have taken away liberty more often than foreign invaders. This is 
a major blindspot in our historical vision. We kept a sharp eye on the 
Russians and the communists, even to the point of bankrupting our na- 
üon with military expenditures beyond our means, yet we ignore the 
villain at home that each year takes away more and more of our privacy 
and civil İiberties in the interest of protecting the revenue. 

We have also learned that patriotism is soluble in taxes—it dissolves 
casily. Flight to avoid tax has been a major force in the emigration of 
people from their homelands. To understand this phenomenon, we need 
to draw another analogy to the unfaithful spouse. In the marriage con- 
tract from early biblical times, “for better or worse” did not include 
adultery. Not only was divorce jJustified, at times the guilty wife was put 
to death. Like marriage, the political relation of man and state is also 
based on contract and there is also a “for better or worse” understand- 
ing in that relationship. Also, as in marriage, there are certain sins for 
which tolerance is neither expected nor reguired. Taxation is in that cat- 
egory. In the Declaration of Independence, the Americans jJustified trea- 
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son and violence because Britain was “imposing taxes on us without 
our consent.” This principle is ancient. 

In the fifteenth century, following the death of Charles the Bold who 
ruled over much of France and the Low Countries, his daughter, Mary 
of Burgundy, was confronted with angry, overtaxed subjects on the 
verge of rebellion. To promote peace she moderated taxes and promul- 
gated a famous charter, like Magna Carta, which was called the “Great 
Privilege.” It expanded the principles of Magna Carta—if any ruler vio- 
lated the tax rights and liberties of the people, the people would be re- 
lieved of their civic duties to the state.* In other words, they had the 
right of divorce, and that state had lost its right to rule, much like the 
Chinese Mandate of Heaven we observed in Chapter 5. 

Infidelity in matters of taxation has had a long history of disasters 
and calamities. The American Revolution was not unigue. Guilty gov- 
ernments, like guilty spouses, have been put to death. Most often the 
injured party divorces the unfaithful spouse and leaves his ancestral 
homeland with no remorse. When that is not feasible, violence is often 
the conseguence when evasion is not available. Atrocities committed by 
our ancestors against tax men they didn't like reminds us of the violence 
that can erupt when a spouse is unfaithful. In a decade of law practice | 
had two clients commit murder and suicide; both cases involved marital 
intidelity. Human behavior in conflict with the tax man can be explo- 
sive. A man shackled with tax debts he abhors often reacts like a wild 
animal in a trap. We differ from our ancestors primarily in the way we 
handle the stress taxes generate within us. We take tranguilizers or, like 
the Swedes, drink excessively.5 Our ancestors rid themselves of their 
frustrations by İynching the nearest tax man, even innocent ones. 

Our federal Constitution, as we have seen, is no help even though 
it was designed to protect taxpayers. The Supreme Court today, when 
confronted with constitutional tax issues, is like Pontius Pilate who 
“took water, and washed his hands before the multitude.” Taxpayers 
will find no friend in the high court,9 and the procedures that deal with 
tax disputes are short on fair play. In the end, it 1s the press and public 
opinion that provide what little protection we have from runaway ruth- 
less tax administration. The law doesn't provide it, and our congres- 
sional representatives are more concerned with pleasing the tax man 
who butters their bread than with the plight of taxpayers who produce 
the butter. 

Unfortunately, we can't do as Nero proposed and make a beautiful 
gift to the human race by abolishing taxes. We can't survive without 
responsible government, and that reguires taxes. Voluntary contribu- 
tlons for the support of government, like the Greek and Roman liturgy, 
are alien to our social order. 

Taxes are forced exactions. The loss of money through taxation often 
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“ALL HOPE ABANDON, YE WHO ENTER HERE.” These words appear over the gates 
of Hell as the Roman poet Virgil and Dante peer inside. Taxpayers appearing before the 
Supreme Court confront a similar, hopeless situation so far as the Constitution is 
concerned. 


enrages people and drives them to revolt. Governments, therefore, must 
face their tax management with the utmost prudence and wisdom. Many 
laws will be tolerated even if they are disliked and clumsy in operation, 
but tax laws, when bad, will not be tolerated with ease. When citizens 
get mad about taxation there is a good chance something will happen, 
sooner or later. There may be violence, like the American Revolution, 
or simply evasion and flight to avoid tax. Angry taxpayers often do not 
limit their discontent to grumbles— they are prone to react in some di- 
rection for relief, using force and violence if necessary. This is, ungues- 
tronabiy, tax history's most important lesson. 

In the final analysis the moral aspects of taxation should apply to the 
state as much as to the taxpayer. This has been ignored completely by 
governments everywhere. A government that shackles its people with 
grossly ineguitable tax laws and despotic enforcement practices loses 
all moral persuasion with respect to compliance, and can hardiy com- 
plain if its taxpayers resort to all kinds of schemes to protect them- 
selves, including illegal ones. In fact, such a government under the prin- 
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ciple of the “Great Privilege” or the Mandate of Heaven would lose its 
right to goverm, and would be what we have called here, an unfaithful 
spouse. 

The ethics, then, of society's tax policy should develop from two 
moral maxims: First, it is the duty—the first duty—of every govern- 
ment to develop a just and sound revenue system. Just in the way taxes 
are asseSsed and collected, and sound in the way public revenues are 
administered and spent. Second, it is the duty of every person to pay his 
(or her) fair share of the costs of maintaining the government that serves 
and protects them. This second moral maxim cannot operate if govern- 
ments fail to fulfill their end of the political contract. A taxpayer cannot 
pay his fair share if the laws do not obligate him to do s0. 

Finally, there are other lessons and maxims this study has brought to 
light, not as all important as the foregoing, but nevertheless, valuable 
lessons that cannot be ignored. For the reader's benefit, here is a sum- 
mary of the most important ones: 


I. Many great nations taxed themselves to death; conversely, many 
nations became great because of the right kind of taxation, taxa- 
tion which stimulated growth and enterprise. 

2. Whatever is taxed must be surveyed; conseguently, if a tax sys- 
tem is all encompassing, liberty must give way. 

3. All-encompassing taxation vests enormous power in the tax bu- 
reau, which, in time, tends to overpower, not only the taxpayer, 
but the other branches of government. Even kings and emperors 
have had to yield to the power of their tax bureaus. 

4, The ancient Greeks produced the first civilization without despo- 
tism and they achieved this by discovering that tyranny is the 
product of the wrong kind of taxation, especially direct taxation. 

5. When wars or other great emergencies demand great revenues, 
then all citizens should be taxed according to what they are worth 
by eguitable principles, not odious arbitrarıness. 

6. Nature will not bestow wealth eguitabiy. A few citizens will in- 
evitabily acguire great wealth, which by natural Justice they 
should share with the community. But this sharing should be en- 
forced by moral persuasion and a strong public opinion, not force 
and confiscation. 

7. Alİ citizens, from recruits in the military to the chief leaders of 
society, should serve the state unselfishly, and if possible, with- 
out pay, motivated by a love for their country and an obligation 
to serve. Their primary reward should be the praise they receive 
from fellow countrymen for a job weli done. 

8. Taxpayer discontent threatens the peace and prosperity of the so- 


452 


10. 


11, 


12 


13. 


14. 


13. 


16. 


17. 


18. 


19, 


20. 


The Monster that Laid the Golden Egg 


cial order, more so than misbehaving taxpayers; conseguentiy, 
the criminal arm of the tax system should be directed against op- 
pressive tax agents rather than angry taxpayers. 


. Consent 1s reguired for all lawful taxation, either by long-stand- 


ing custom, or by the common consent of the taxpayer. When a 
state taxes without bona fide consent, regardless of the eguities 
or reasonableness of the tax, rebellion and civil disobedience are 
justified. 

Tax exemptions are inherently unjust unless they actually apply 
to everyone. İf the constitutional principle of eguality before the 
law is ever applied to taxation, then those in control of tax mak- 
ing must bear the same taxes as those on the outside. This means 
that in an aristocracy or oligarchy, the few would have to bear 
the same taxes as the many; and in ademocracy, the many should 
bear the same taxes as the few. 

If liberty is to be defended with success against the dominance 
of the state, financial privacy must be preserved. Banking privacy 
is one of the cornerstones of liberty, having its roots in the princi- 
ple of early English law that a man's castle (primarily his trea- 
sury) is beyond the surveillance of the king. 

Taxes have been, more often than not, the cause of revolution. 
People seldom rise up and revolt if their tax burdens are reason- 
able. 

A wise ruler does not change an effective tax system. Destroy 
the social order if you must, like Cort&s in Mexico, but never 
destroy a tax system that works weli. 

Wars produce new taxes and high tax rates, but when the emer- 
gency ends governments will try to retain their newly enlarged 
taxing powers. 

As taxes increase, evaslon increases. 

Once tax evasion becomes deeply rooted, it is almost impossible 
to root it out. 

Tax evasion is not always an evil; it has often been a safety valve 
against violence and rebellion. 

Great wealth, as if by magic, disappears when governments adopt 
taxatlon to “soak the rich.” The rich have always had the means 
to escape heavy taxation. 

The income tax is a bastardized form of wealth taxation because 
the more wealth a taxpayer possesses, the casier it is for him to 
avoid taxable income. A person's wealth and ability to pay does 
not necessarily bear any relation to his taxable income. | 
People tend to resist heavy taxation in the following ways: First, 
lawful avoidance; second, 1f avoidance fails, then either evasion 
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or flight to avoid tax; third, rebellion; and finally, when there is 
no other alternative, they have accepted serfdom when it offered 
the only relief from outrageous taxation. 

21. Progressive tax rates have no principles or standards and have 
guickiy evolved into odious arbitrariness when directed at minor- 
itles rich in money but poor in votes. 

22. Patriotism is soluble in oppressive taxation, oppression in the 
rates of tax or in the manner in which taxes are assessed or col- 
lected. 

23. Historically, the conscience of tax makers has often been like 
Swiss cheese—ull of holes; when that happens, the conscience 
of taxpayers 1s also like Swiss cheese. 

24, Taxes that are not apportioned among all taxpayers with impar- 
tıality and fairness lose all force of moral obligation. 

25. “Taxesare what we pay for a civilized society,” but how we tax 
and spend determines the extent to which our society 1s good or 
evil. 

26. Liberty tends to carry the seeds of its own destruction, for free 
men will often grant extensive taxing powers to their govern- 
ments, not realizing that these taxing powers will, if carrled to 
excess, destroy the very liberty they sought to preserve. 

27. War means heavy expenditures. Heavy expenditures means 
heavy taxation. Heavy taxation strangles commerce and fosters 
economic stagnation and decline. 


As the 1990s come to a close, we have seen the tax reductions of the 
1980s begin to disappear, and tax exemptions have disappeared as weli. 
We have also seen the rise of tax reform movemenits to get rid of our 
insane income tax system: a uniform rate system called the flat tax, and 
more revolutionary, a national consumption tax of some form. While 
the polis show a vast majority of the people want to get rid of the in- 
come tax, their representatives in Congress and the federal tax bureau- 
cracy like the system, “just the way it 1s,” and unfortunately they hold 
the power to change. We are like Imperial Spain four hundred years 
ago, when many wise citizens wanted to change the tax system, but 
couldn't move the government. Is not our predicament the same? As 
expressed in 1600 by Gonzales de Cellorigo: “Those who can, will not; 
those who will, cannot.” İn tax matters representative government today 
seems no more responsive to the people's wishes than was Spain's ab- 
solute autocracy. 

The most crucial problem, seldom addressed by any tax reformers, is 
not the guestion of rate—for you cannot judge a tax system by rates 
alone—but is the dangers created by the growing powers of spying and 
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tough penal laws used to enforce tax compliance. This, and not tax 
rates, may be the most significant struggle of our age between govern- 
ment and citizen. The outcome will determine the kind of civil liberties 
our descendants will inherit from us in the next century. Unlike the 
Swiss, they may not be saying they “want to be as free as their fathers.” 
They will probably want to be more free, much more free. 

The course of our civilizatilon could parallel the final era of the an- 
cient world when tax compliance was enforced by the Roman state with 
bondage to the tax collector. This bondage was instituted to ensure com- 
pliance and to check the frauds, flight, and rebelliousness of Roman tax- 
payers. Gibbon described this period as a time of “perpetual struggle 
between the powers of oppression and the arts of fraud.”? But Gibbon 
was wrong. For the average Roman taxpayer the struggle was not per- 
petual. Shortly after Diocletian's reforms, the contest was over for most 
Romans; they, their children, and their children's children, were shack- 
led to the tax system. Roman citizenship, which was once the pride of 
every Roman and the envy of all others, was nothing more than slavery 
except for those few who obtained tax immunity. This bondage of the 
once-free Roman citizen was the tax man's final victory over the exten- 
sive frauds and flight that had endangered the emperor's revenue. 

These conditions are present today and have not been abated. Except 
for the very few, most taxpayers cannot hope to win against the awe- 
some powers vested in the tax bureaus of the modem state. If the tax 
bureau achieves its final victory over us, we may not be shackled to our 
Jobs like the Romans, but all indications are that the ecarnings from our 
Jobs and from all other sources will be shackled to the state. Even 
money may disappear as super-human computers record every commer- 
cial transaction with a tax identifying number. What is most likely to 
occur, and most İrightening, is that our Social Security cards will be- 
come like our Visa cards and Mastercards. With every commercial 
transaction we undertake, the card will be zipped through the little com- 
puters they now use in most every store. İnstantiy, the computer tells if 
our credit card is good. With our plastic Social Security card, instantly 
everything we do could be recorded on our record at the tax bureau, a 
record which is no longer private as it once was. A paranoid president or 
FBI chief could instantly know just about everything about you—your 
beliefs, actions, probably what you are thinking and where you are at 
the moment. 

The ubiguitous scribes of the pharaohs who were snooping, spying, 
and recording will have their counterpart in the modern world. Silentiy 
the tax identifying number and the computer will make a mockery of 
treedom and privacy. Even the former Soviets may have been under less 
surveillance. Today, they envy us; tomorrow, we may envy them. Asin 
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Egypt nothing was beyond the surveillance of the scribes; so it could 
very easily be with us. 

Will we end up as citizen-serf-taxpayers like the later Romans? The 
current direction of our tax system's penal laws and spying devices 
make that a possibility. We could find ourselves shackled to a kind of 
neo-serfdom to the modem /1scus. If that happens, then the struggle be- 
tween democracies and dictatorships will enter a new phase in which 
the choice will be not liberty or bondage, but rather, which kind of bu- 
reaucratic bondage. 


40 


Taming the Monster 


Rise Britannia! The Monster that so long oppressed and trampled on you 
is at last subduecd. 


—Cruikshank cartoon, on repeal of the income tax, 1816 


Cruikshank's words expressed the sentiments of the British people 
when Parliament repealed the income tax which was adopted to finance 
the war against Napoleon. As we noted, this was no ordinary repeal. 
Parliament ordered the tax bureau to destroy all records of the hated 
tax. Burned tax records, like dead men, tell no tales. So hated was the 
tax that the generation of Britons who lived under the world's first in- 
come tax had to pass away before the tax was reintroduced, and then it 
was brought forth in a modest form supposedy on a short-term basıs. 

Unfortunately, we may not be in a position to do as the British did in 
1815, even though it is tüme to subdue the monster we have unleashed 
on our people. Instead of developing new tax systems, we have been 
steadily increasing the vicious and avaricious propensities of the in- 
come tax monster. If we can't subdue the monster as the British did, we 
can at least fame the beast. Perhaps our descendants in the next century 
will have the motivation, wisdom, and inventiveness to get rid of this 
dangerous tax, a tax that if not controlled inflicts misery upon hundreds 
of thousands of taxpayers. It is very difficult for officials even with the 
best of intentions to administer an inguisitorlal law with humanity. 

Besides using the eighteenth-century monster analogy, in this age we 
are more attracted to the idea of a shark—a vicious, ınhuman man-eater. 
Or the analogy that is used in most law schools to illustrate what hap- 
pens in a corporate merger—a big fish eats a little fish. The big fish (tax 
makers and spenders) have been eating the little fish (taxpayers) ever 
since the income tax system was adopted. Any reform, any taming of 
the monster, must reverse this imbalance. If the fish were the same size, 
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on egual footing, the system would work better. All we have to do is 
bring the big fish down to size. But, how did this imbalance come about 
in the first place? 

The tax system established after Magna Carta was directed, when it 
worked, by frugal and incorruptible parliamentarians who checked the 
appetites of many of England's kings. In this remarkable system, as we 
noted, the power to tax was separated from the power to spend. The 
king could spend, but not tax; the Parliament could tax, but not spend. 
This was the key to the success of the system and to the moderate tax 
England lived under. 

We still consider our system to be a copy of the earlier English system 
of taxation by consent, but is it? Our representatives have a conflict of 
interests the early English representative did not have—they have been 
corrupted by the power to spend. Our tax makers no longer check 
spending; in fact, they will consent to almost anything that increases 
their spending pot. When the power to tax and to spend reside in the 
same political entity, whether king or legislature, without controls, the 
spending power will override the taxpayers” interests—the big fish will 
eat the little fish. William Gladstone, British prime minister during the 
latter half of the nineteenth century, wanted to repeal Britain's second 
income tax but was unable to do so because of the “public expendi- 
ture,” or what we have called the power to spend, overriding the inter- 
ests Of taxpayers. 

While a rebirth of constitutional controls is by far the proper and 
most lasting way to protect the little fish, for the immediate future wise 
and prudent tax reforms could go along way to curb the vicious aspects 
of our federal income tax system. The accounts of abusive behavior and 
misuse of the tax system have been publicized extensively. In the 19705 
the conservative Reader's Digest ran a series on “The Tyranny of the 
IRS,” and “60 Minutes” gives us numerous accounts with live wit- 
nesses and stimulating commentary to dramatize the problem. Art Har- 
ris”s story of “The Tax Man and the Big Sting,” in the Washington Post 
on April 16, 1989, the recent blockbuster book by David Barnham 
called The Abuses of Power: Misuse of the I.R.S., and Shelley Davis's 
Unbridled Power, Inside the Secret Culture of the IRS (1997) are Just 
tips of the iceberg. The IRS is a bureaucracy out of control because of 
the lack of checks and balances which are so fundamental to American 
political practice and to good government. 

What follows are nine suggested reform items to tame the monster. 
These are not band-aid remedies like the recent anemic Taxpayer Bill 
of Rights. These reforms go to the root of the problem and would be a 
big step towards collecting taxes in a civilized manner. We will make 
reference to the historical roots and practices, some of which we pre- 
viously presented. 
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I. Tear down the spy system. 

Just as President Ronald Reagan said to Chairman Gorbachev about 
the Berlin Wall, “Tear down this Wall!” so we need to tear down the 
spy system we have erected against taxpayers. 

The income tax system has evolved in the last thirty years from an 
honor system to a spy system. As late as the 19505, paying your income 
tax was a matter of honor, the mark of a good citizen. IRS agents would 
often present themselves to taxpayers when initiating an audit with this 
comment: “You know, our tax system is an honor system, which is the 
only way it will work in a free society.” But by the end of the 19705, 
this presentation of honor was no longer appropriate, as the thrust of all 
compliance efforts was to spy on all taxpayers. Not only have we 
erected a “perfect system of espionage,” to guote from a German legis- 
lator on the tax system of nineteenth-century Germany, we have gone 
much further with a vast array of “information returns” on all fiscal 
activities, even, as we will note, photographing everything going 
through your bank account for Big Brother to see. 

But if, as the IRS used to say forty years ago, the income tax will 
only work in a free society as an honor system, does that not mean that 
our society is no longer free? 

Taking the honor out of the tax system and replacing it with compli- 
ance by fear, moves that aspect of our government into the realm of 
totalitarianism. The most dreaded phone call today is one from the IRS, 
telling you that your affairs will be audited. One recent suggestion (in 
jest | hope) for wives to get back at their husbands, is to tell them, Just 
as they are about to go to sleep, “By the way dear, the IRS called today. 
Said they will call back later.” Sweet dreams? Hardy. 

I suggest that the main culprit, which has tolerated the evolution of 
our tax system into a spy system, has been our mainstream media. Ex- 
cept for “60 Minutes,” the IRS's growing awesome powers have been 
forbidden territory for NBC, ABC, and CBS. There 1s, by contrast, open 
season on the White House and the president on just about everything, 
any rumor, any dirt, but not so with the IRS. Finding fault with the tax 
bureau is dangerous territory. But there are tax stories they tell about 
taxpayers. Tom Brokaw complained on NBC that Americans who left 
the country to avoid being plundered by the IRS were bad guys, Bene- 
dict Arnolds. He called this flight to avoid tax “The Fleecing of 
America.” lt seems he got who was being fleeced all mixed up. 

Senator Peter Deminici, an outspoken tax reformer, at the 1998 hear- 
ings, said that his polis showed that two-thirds of all taxpayers would 
rather be mugged by an armed criminal than face an IRS audit. Another 
senator said that taxpayers would rather face a dentist for a root canal 
than face an IRS agent. But is this new? It shouldn't be, if the media 
had been doing its job. 

But in all fairness to the chicken media, it is well understood that the 
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First Amendment's right to criticize the government does not apply to 
the IRS— they are off limits, out-of-bounds. Consider a teenager in Buf- 
falo whose only asset was a bicycle. He wrote aletter to the local news- 
paper finding fault with the IRS, probably from something he'd heard. 
The next thing that happened was that the criminal investigation divi- 
sion put him under twenty-four-hour surveillance. About the only mat- 
ter of interest in their report was a few moments the boy spent in a drug 
store looking at girlie magazines. These armed “special agents” even 
followed his mother to work on a local bus. If the IRS willdothistoa 
sixteen-year-old kid for expressing disapproval of the tax bureau, imag- 
ine what they could do to the mainstream press, to force them to silence. 

Even more dangerous than what happened to our Buffalo teenager is 
the firing of the one and only IRS historlan, Shelley Davis, who thought 
her job as a professional archivist was to preserve records, the good and 
the bad. She discovered records being destroyed, or which should have 
been destroyed. Records which showed the IRS's darker side. She soon 
got the boot as well as the “special agent” investigation into her activi- 
tiles. Scary stuff. There will be no more historians at the IRS. And for 
all this outrageous behavior, our mainstream media, like the Mafia, 
maintains its code of silence, and Congress does nothing. They, too, 
like the media, are fearful. The fact that millions of taxpayers are 
abused by the IRS is the price we pay for letting this agency get out of 
control. Perhaps our tax troubles are what Cicero had in mind when he 
lamented the troubles in Rome during his day: “Surely we are being 
punished for having let the crimes of so many go unpunished.” 

But you can point to a number of band-aid remedies passed into law 
to deal with the IRS's misdeeds as discovered in recent hearings before 
the Senate. Until Congress tears down the spy system, their remedies 
for this leviathan are about as significant as it would have been to re- 
arrange the deck chairs on the Tifanic on the evening of April 14, 1912. 

2. Establish a crime for tax extortion as well as a civil action for 
damages. 

Throughout the entire period of Roman history, untl the very Fall of 
Rome, the Romans had tough, even brutal laws, which punished tax 
men who collected or tried to collect more than the law reguired. In the 
Theodosian Code of Laws under Constantine's direction in A.n. 313, 
this tax extortion criminal decree was enacted: “If any person shall 
complain in court that payment has been unduly exacted of him, or that 
he has sustained any arrogance and if he should be able to prove this 
fact, a severe sentence shall be pronounced against such tax collector.”! 

The Roman attack against misbehaving tax men went back to the Re- 
public and the famous Extortions Court where Cicero prosecuted high 
ranking Roman tax administrators. The Romans were not alone. In an- 
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cient India a wise ruler “punished and dismissed those officers who re- 
alized from the subjects more taxes than were due.”? 

The great medieval theologian Thomas Aguinas put the matter into 
sharper focus in his Summa Theologica.? He asked the guestion: 1s it 
possible for robbery to take place without sin? He concluded: it is no 
robbery if princes exact from their subjects that which is justly due for 
safe-guarding the common good. But if they tax excessively, it is rob- 
bery even as burglary is. “Wherefore they are bound to restitution Just 
as robbers are, and by so much do they sin more grievousiy than rob- 
bers, as their actions are fraught with greater and more universal danger 
to public justice whose wardens they are.” 

The Romans provided further protection to taxpayers with a cause of 
action for civil damages. According to the Roman historian Tacitus, 
Nero issued a decree in A.D. 58 which reguired all Roman governors and 
praetors to “give special priority to cases against tax collectors.”* Are 
there any civil damages cases against tax collectors today? None, for 
they have immunity and cannot be sued for extorting more than the law 
demands. In Roman times, in civil suits against tax men the damages 
awarded were the exact amount of the unjustified tax. 

Later, the Theodosian Code provided civil remedies against any 
judge who was derelict in his duty to protect taxpayers. If a judge re- 
fused to take action against a misbehaving tax man, a fine of thirty 
pounds of gold was assessed against the judge, with the fine going to 
the taxpayer. 

A civil tax lability like the Romans used would eliminate a lot of 
arbitrary, groundless assessments used to intimidate taxpayers for bar- 
gaining purposes. In the “Outrage of the Month,” in Dollars and Sense 
magazine, an agent is described who arbitrarily slapped a $35,000 as- 
sessment on a taxpayer whose CPA asked for a short postponement of 
a scheduled meeting. The CPA said: “Is it any wonder why most tax- 
payers (including myself) despise the IRS and the over-zealous power- 
mad people who use strong-arm tactics.”> With a civil liability this kind 
of behavior would not occur, and tax assessments would be based on 
fact and law, and not for some abusive, tactical advantage. 

Harsh punishments against excessive tax collections continued after 
the Fall of Rome into the Middle Ages. The only surviving painting by 
the Dutch Master Nicolas van Galen can be found in the town hall in 
Hasselt, Overijssel, in the Netherlands. It is entitled The Administration 
of Justice by William the Good. This magnificent work of art shows the 
king witnessing the beheading of a tax man who collected more than he 
should have. (See Chapter 13.) So remedies, both civil and criminal, for 
tax extortlon have a long history in Western civilization as a protection 
for taxpayers. Today, we obviously need to revive such legal remedies. 
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3. Establish a civil action for damages for tortious tax administra- 
tion including: malicious tax investigations, extortions, leaked informa- 
tlon, and grand jury abuse. 

It has now come to light that the executive branch of the government 
has used the IRS to harass, punish, and even destroy businesses, promi- 
nent individuals, unpopular political organizations, senators, congress- 
men—just about anybody. Presidents, including Roosevelt, Kennedy, 
Johnson, and Nixon are among the most conspicuous abusers.9 Roose- 
velt went after Andrew Mellon, the Republican secretary of the treasury 
for so many years. Kennedy went after right-wing Christian ministers 
who criticized his Catholicism in the 1960 campaign. Johnson went 
after all the key men in Goldwater's organization. According to Karl 
Hess, one of the rights of the victors in a presidential election is to audit 
the losers.7 Secret Nixon tapes reveal a dangerous conspiracy, led by 
Nixon, to use the IRS to purge the government of his enemies. If then 
Commissioner Johnny Walker would not cooperate with the purge, the 
White House was to replace him with a new Commissioner willing to 
do the dirty work. To cover up the real motives, a number of Nixon's 
friends would also be audited, but they would only receive a light 
touch.? 

Even more threatening and dangerous to the nation is the abuse of 
power by the IRS itself against those people it doesn't like. This kind 
of a conspiracy is almost impossible to unearth. It is not just abusive 
“special” audits, but the leaking of “information” taken from a taxpay- 
er's files that is most threatening. Senators Edward Long and Joseph 
Montoya were both toppled from power when they sought to have the 
Senate hold hearings on IRS misdeeds.? They were silenced not much 
differentiy than if they had been critics in a totalitarlan regime where 
dissidents are exiled in one form or another. 

Private citizens need protection ftrom vindictive but groundless indict- 
ments by grand juries. Our tax law 1s so complex and so screwed up, 
and the definition of “evasion” so fuzzy and vague, that anyone with 
complicated financial affairs can be indicted easıly. Consider the ordeal 
of an associate of the late Harry Margolis, an aggressive tax lawyer on 
the west coast who was a thor in the IRS's side. His associate did not 
cooperate with the government's attack on Margolis, so he was indicted 
along with his boss. At the trial, after three months of testimony, the 
government completed its case. The judge promptly threw out the case 
against the associate. There never was a case against him in the first 
place. Like so many others, so often, he was indicted for being “unco- 
operative,” a word of art that goes back to imperial Spain under Charles 
I. This indictment, again like so many others, was malicious and in bad 
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faith. İt occurred because there are no remedies to check this abuse—no 
civil action or criminal charges can be brought against those responsi- 
ble. In another famous but phoney indictment case, United States v. Kil- 
patrick, a U.S. attorney threatened a tax law professor who was going 
to testify for the defense. He, too, said the U.S. attorney would be a 
“target,” and that so far as the defendant was concerned, even if he 
wasn t guilty “the government would “break him” with the cost of the 
defence.”!9 

4. Have all federal tax districts coincide with congressional districts 
and provide for the recall of district directors. 

Besides granting taxpayers the right to sue misbehaving tax agenis, 
we also need to have the tax chiefs responsible to the people they tax. 
Congressional representatives are constantly receiving complaints from 
their constituents about harsh and abusive treatment. There really is 
nothing they can do, and most district directors send off a mild rebuff 
telling the congressman this is none of his business, which is what hap- 
pened in the 13th Congressional District in California in the mid-1960s. 
IRS agents in Califormia decided they could break the attorney-client 
privilege by seizing lawyers” trust accounts. In one case the U.S. con- 
gressman Charles League was contacted, he wrote a letter to District 
Director Schmidt complaining about the matter. Schmidt wrote back 
telling the congressman they had a job to do, and this was none of his 
business. The matter was then referred to the California State Bar, and 
when they threatened to haul the district director before a federal court 
to explain his conduct and position, the district director ate humble pie 
and apologized to the Board of Governors and promised not to continue 
the practice. Unfortunately, the IRS was able to kili legislation intro- 
duced to stop this abusive practice.!! 

Every IRS district should coincide with every congressional district. 
Members of the House are supposed to be the taxpayers” representa- 
tives, which is what the Framers envisioned. Every congressman should 
be able to act as a censor for his people vis-â-vis the tax system. In 
addition, in every congressional election there should be submitted to 
the voters a guestion like this: Should Joe Tax'em be retained as district 
director of the İnternal Revenue Service for this congressional district? 

Too many “no” notes would encourage the IRS to appoint a new di- 
rector, and every director would know that every two years his job 
would be up for review by the voters. This would make the local IRS 
man responsible to the people, and this is what democracy is all about. 

Today, with accountability only to the top bureaucrats ın Washington, 
district directors are compelled to act like colonial bureaucrats out of 
the eighteenth century, not unlike the bureaucrats sent from London in 
the 1770s whose conduct inflamed the Americans and sparked the 


Taming the Monster 465 


American Revolution. You can have colonialism İrom within as well as 
from without, which is what the carpetbaggers were practicing in the 
South after the Civil War. The important point is that the arrogance and 
abuse now in the system is inherent in its structure. The problem will 
not go away as long as tax men cannot be called to judgment by taxpay- 
ers through civil suits and by the electoral process. 

3. Adjudicate tax disputes like any other debt. 

It is üme to put an end to special laws giving extraordinary rights and 
powers to tax men. The tax man is usualiy a creditor clalming money. 
He should have the same rights and obligations as any other creditor, 
and taxpayers should have the same rights and duties as any other 
debtor. If the tax man claims you owe, then he should have to sue you 
just like everyone else. Similarly, if you have paid too much, you should 
be able to sue the tax man and have the same status as any other cred- 
itor. 

The whole legal apparatus of the tax process has operated in a world 
of Its own, separate and apart from the ordinary rules of law for settling 
money disputes. It has become a kind of American oprichnina, like the 
revenue agency of Ivan the Terrible in Russia that operated outside the 
regular judicial system and produced the NKVD and KGB. A British 
judge helped explain the problem this way: 


Taxation originaliy expressed only the will of a despot, enforceable by tor- 
ture, slavery and death. Though it may be conceded that in modem times 
it is more often to further a benevolent social policy, and that the civil 
servant has usurped the position of the executioner as the agent to enforce- 
ment, yet in essence taxation is still arbitrary and depends for its effective- 
ness only on the executive power of the State.” 


While we have abolished torture and have cancelled a few of the other 
barbaric enforcement devices carried over from the ancient world, there 
are stıll a number of abusive tax enforcement laws that put due process 
to shame. 

People are often dumbfounded to learn that in a tax dispute, if they 
want to go to a regular court, they have to pay the tax debt and then sue 
to get their money back. Who ever would have imagined that in the 
twentieth century, a debtor, in order to have his day in court, would 
have to pay his disputed debit first, and then sue to get his payment back. 
The counterpart of this is that you can't enjoin the collection of an ille- 
gal tax. İf you can't pay—if the tax might destroy your business, take 
away your home or livelihood—that is too bad. On top of all this there 
are over 150 penal provisions to trap and punish you for just about any 
error or slip up, however excusable, you may make in dealing with the 
vast jungle of rules and regulations every taxpayer 1s reguired to know 
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but obviously doesn't know. Penalties often exceed the taxes owed. 
These penalties add a kind of audit-terrorism to the system. The GAO 
(General Accounting Office) reports that the IRS can't manage this vast 
web of entrapments, and that 44 percent of all penalties assessed by the 
IRS are wrong. If this outrageousiy high percentage of penalties are 
wrongly assessed, how many are wrongly paid by taxpayers wanting to 
get the tax man off their backs? 

The current stacked-deck arrangement is found freguently in history 
when eguality under the law did not exist. Most people do not realize 
that throughout most of history few litigants had an egual footing in the 
courts. İn a dispute between a master and a slave, or even a freeman and 
a slave, the presumption of truth went against the slave. In Europe, con- 
tests between commoners and aristocrats were governed by presump- 
tlons in favor of the more noble members of society. Why? Because the 
aristocrats had a bigger voice in law making just like the tax man today. 
The 150 penal provisions we now find in the tax code did not come 
from the urging of taxpayers. 

In colonial America the Americans did guite well in tax disputes with 
the British government until 1764; in fact, they did too well so far as 
the British tax authorities were concerned. To stack the deck in favor of 
the British tax bureau, all tax cases were taken away from the local colo- 
nial courts and transferred to the British Admiralty courts in Halifax, 
Nova Scotia. The Americans seethed with anger over this maneuver and 
it helped spark the American Revolution some twelve years later.'* 

The presumptions and stacked-deck procedures in favor of the tax 
man go against the grain of a democratic society in which all litigants 
should be egual before the law. All I am proposing is that the tax man 
should be egual along with the rest of us, rather than more egual as he 
NOW İS. 

On the criminal side of tax enforcement, a tax fraud should be a genu- 
ine, honest-to-goodness fraud, with the same ingredients as a common 
law fraud. In California in 1987, a physician was convicted of felony 
tax evasion for simply not paying the tax he accurately declared on his 
tax retum.'? The concept is an outrage. İf we applied this to ordinary 
civil debts, it would mean that if you deliberately didn't pay your Amer- 
ican Express bill, you would have committed a felony. 

6. Decriminalize the tax law. 

The penalties Congress keeps piling up every year to trap taxpayers, 
innocent or guilty, along with the fuzzy criminal provisions, amounts 
to barbaric overkili. It reminds one of the twenty thousand nuclear war- 
heads the military has in storage, or the gucen in Alice in Wonderland 
who proclaimed, “Off with your head!” for anything she didn't like. 

The number of criminal convictions is infinitesimal when compared 
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to the reality of what taxpayers are doing. To be charged with evasion 
you usualiy are on the IRS blacklist, like the doctor in California. If 
ever there was a law that should not be enforced, and with the new civil 
penalties, need not be enforced, this is such a law. 

We noted in history how Constantine decriminalized the Roman tax 
law. We noted how many of the wisest men in our own civilization have 
condemned making simple tax evasion a crime. In many of the enlight- 
ened nations of the world, only tax fraud is a crime; tax evasion is not. 
Our current practice puts America on a par with the former Soviet 
Union with its arbitrary use of synthetic economic crimes as a weapon 
against dissidents and as a device to put fear and terror into the hearts 
of everyone, because everyone is vulnerable. Hopefuliy, for the Russian 
peoples of the former USSR, that may now all pass away. Thomas Paine 
told us in Common Sense, “An avidity to punish is always dangerous to 
liberty.” The French essayist Michel de Montaigne wrote in the six- 
teenth century, no man is so honest or upright that if he were carefully 
observed in his actions and thoughts, under the law, “ten times in his 
life he might not be lawfully hanged.”!'S That certainly would apply to 
almost everyone under our criminal tax laws, and until recentiy, to al- 
most everyone in the former Soviet Union. 

This is the crux of the problem— everyone in a constant state of ille- 
gality, arrestable at any time for a “felony” manufactured by the state. 
The ultimate means of political control by all totalitarian states 1s to 
have most members of society under surveillance and in a state of ille- 
gality. Everyone is vulnerable to the bureaucracy that holds this power. 
In Nazi Germany and Soviet Russia it was the security police; in the 
high-tax West every country has a special branch of tax police: offices 
of “Special Investigations,” the “Intelligence Division,” and “Fiscal 
Police.” In every tax audit the possibility of criminal prosecution 1s held 
over the head of every taxpayer. The intimidation and resulting fear give 
the government the power of easy extortlon. 

In tax matters the grand jury system was broken down as a protection 
from over-zealous, trumped-up tax charges. Our tax law 1s so complex, 
so incomprehensible, that in most complicated financial arrangements 
the line between avoidance (which is legal) and evasion (which 1s ille- 
gal) is too difficult even for the experts to determine, let alone laymen 
who have to do simply what the prosecutor tells them to do. Harry Mar- 
golis, the California planner we have mentioned, was indicted over a 
period of ten years for thirty-four different criminal tax felonies. After 
lengthy and costly trials, not one charge was ever sustained against 
him.'7 The corruption of a grand jury in Denver was so bad that the 
Justice Department tried to cover up the misconduct of the IRS anda 
U.S. attorney by muzzling the federal judge and preventing him from 
publishing the facts in his opinion. The Supreme Court, except for Jus- 
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tice Marshall, could find no fault with this. Marshall, in his dissent, un- 
derstood what was at stake. The secrecy aspect of grand jJury proceed- 
ings means that prosecutors can corrupt the proceedings “with 
impunity,” said Marshall, against which there is no protection, no 
checks, no safeguards.!8 

If the vague and fuzzy tax crimes in the tax code were vigorously 
enforced, most taxpayers would be arrestable after a cursory audit. 
When news reports of tax charges come out every March and April, 
most taxpayers, if they were honest, would feel like John Bradford 
(1510-1555), who saw a man being led off to the gallows, and said, 
“There, but for the grace of God, goes John Bradford.” Shortly thereaf- 
ter, he too was executed. Tax fraud should be a crime; tax evaslon 
should not. It would be wise to purge the tax law of its many synthetic 
crimes and let the civil penalties take care of tax sins. 

7. Make congressional representatives and federal judges immune 
from the IRS. 

It is essential in order to establish good tax laws and fair administra- 
ton to have our federal tax lawmakers and judiciary immune from in- 
timidation or undue influence from the tax bureau in the performance 
of their duties to the people. Recently, Senator David Pryor brought 
forth a bill called “The Taxpayer Bill of Rights.” '? It was a mild piece 
of legislation, but the IRS didn't like it; they don't like any curbs on 
their power. The senator was alone at first, because he had trouble find- 
ing a cosponsor. Why? Because congressmen are as intimidated by the 
IRS as their predecessors were intimidated twenty years ago by J. Edgar 
Hoover. Once you were on his blacklist, life could be intolerable, as 
Martın Luther King, Jr. learned. 

Our İnternal Revenue Service is a kind of institutionalızed J. Edgar 
Hoover. Everyone is intimidated and no special files are necessary, as 
with Hoover. No congressman's tax conscience is so clear he isn't 
afrald of the IRS. Since there were no congressmen or even presidents 
with the courage to rid us of the Hoover pest, there are certainly few, if 
any, willing to rid us of the IRS's abuses and take a tough stand against 
the tax police. İt is not possible as things now stand for the tax makers 
to do what they really think is for the best interest of the country. Ruf- 
fling the feathers of the IRS is dangerous to their political health. They 
all know what happened to congressmen in the past who simply sought 
to investigate IRS abuses. The IRS destroyed them. Representative 
George Hansen of Idaho courageously took on the IRS in the 19705, 
publishing a book about their misdeeds. Many of the accounts he publi- 
cized were almost beyond belief.2 He too felt the heat. There was a 
whispering campaign against him that he was a tax cheat, his popularity 
fell, and he was eventually defeated. When he and several other con- 
gressmen went to the powerful tax committee of the House (the Ways 
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and Means Committee), they received a “deaf car,” because, as one 
writer explains, “They (the congressmen| were terrified of what the IRS 
might do to them individualiy.”2!' The power of the IRS to intimidate 
Congress has to be completely eliminated and the way to make sure our 
congressmen are protected in that regard is to make sure the IRS is re- 
moved from their life— take them off the IRS tax rolis. 

The judges are also vulnerable. Why are the judges audited? Is it for 
revenue, or is it to let the judges know Big Brother is watching and 
looking for “interesting” bits of information about their affairs that 
might be useful should the need arise? Justice William O”Douglas faced 
impeachment from information leaked about his financial affairs which, 
in all probability, came from his tax file. Douglas dissented without 
opinion against the IRS on innumerable cases.> 

This nation was founded upon the sacred belief that the judiciary 
must be free and independent. The reason is found in British history. In 
England, a few centuries ago, a judge was dismissed if he displeased 
the king. The most famous case involved the greatest of British judges, 
Edward Coke, who was fired as chief justice by James I for ruling 
against the king's wishes. İn the famous Bates and Hampden cases, 
which we discussed in Chapter 27, the jJustices in both of those cases 
ruled against the taxpayer and for the king, for obvious reasons. A mi- 
nority ruled for the taxpayer, for courageous reasons. 

The IRS can't fire judges, but it can leak information and intimidate 
them if they, like James I and Charles I, are displeased. If federal judges 
were immune from the IRS's power to hurt them with audit informa- 
tlon, every taxpayer standing before a federal judge would know his 
case would be judged free of any possible pressure, influence, or intimi- 
dation from the tax burcau. We need that kind of air of freedom; judges 
should be like Caesar's wife. 

One can't help but wonder if the pro-IRS Supreme Court isn't biased 
because of the potential power the IRS has over its members. In the 
1960s, Commissioner Sheldon Cohen did a favor for the wife of Justice 
Abe Fortas conceming a tax problem. He commented, in writing no 
less, that the IRS may “need Abe's vote one day.” Fortas must have 
done something wrong because he was forced to resign thereafter from 
information the IRS gave to a reporter from Life magazine.” So in the 
19605, two justices on the High Court felt the heel of the IRS boot one 
forced to resign, the other put through the impeachment mill. Since 
then, have the justices “got the message” —especialiy the chief Justice 
who goes out of his way to rule for the IRS? If the Justices were re- 
moved from the IRS tax rolls, would the key cases the IRS won have 
been decided differentiy? If James I and Charles I had not the power to 
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fire British justices, would the Bates and Hampden cases have been de- 
cided differentiy? The answer to both guestions is probabiy yes. 

How would we take them off the IRS tax rolls? There are two ways: 
either make them immune from federal income taxes, or seal their tax 
files and have their returns reviewed by independent auditors removed 
from the eyes of Big Brother. 

8. Make our federal tax system indireci as much as possible. 

One of the most repeated follies in tax history is the evolution of a 
good tax into a bad tax. Once a tax goes bad, seldom do tax makers 
have the wisdom to go back. The income tax in its better days was an 
indirect tax for almost everyone. I define indirect the way Montesguicu 
did—a tax that is not directiy assessed against the individual. This 
would be an income tax like the British had before World War 1. Be- 
cause this tax worked so well and did not operate oppressively, the 
United States adopted the Sixteenth Amendment to the Constitution. As 
an indirect tax collected at the source, uniform tax rates are reguired. In 
this form it is like sales and customs taxes. Life would be intolerable if 
every year we had to calculate and pay our sales taxes instead of having 
the merchant collect, pay, and be responsible. The 1842-1914 British 
income tax was just such a tax. As we noted, in 1894 the British govern- 
ment was asked in the House of Commons about progressive tax rates 
for income taxes and the Chancellor of the Excheguer told the Com- 
mons that progressive tax rates were out of the guestion. Progressive 
rates would mean all taxpayers would be subject to audits and inguisi- 
tüons. The British people would not tolerate this and conseguentiy the 
system would collapse. Collection at the source was the key to the suc- 
cess Of the income tax system, said the Chancellor. 

Much of the evil in the income tax system comes from the direct con- 
trontation between taxpayer and the all-mighty, self-righteous state. If 
we had a flat collection at the source of 10 percent for most people, 
there would be no April 15, no confrontatlon between citizen and state, 
no intimidation. Only payers or those in business would have to file a 
tax return. Ten percent is selected because this was the tax in the ancient 
world that operated for thousands of years, called the decuma. Not only 
was this the tax in the ancient world of Israel, Rome, and Greece, but it 
was also the rule for ancient China. 

Recentiy, a former secretary of the treasury espoused this same an- 
cient rule, although one wonders if he was really aware of the antiguity 
of the concept. He said things were getting out of hand in the tax field, 
and that something had to be done to bring some clarity to the vipers” 
tangle that passed for the “law” in this area. His basic suggestion was 
to scrap the current code and start over, substituting a flat 10 percent tax 
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on all economic gross income, broadiy defined and without “special” 
exemptions.”“ Thirty years before, another more famous secretary of the 
treasury, Andrew Mellon, espoused the same idea: 


It is not too much to hope that some day we may get back on a tax basis 
of 10 percent, the old Hebrew tithe, which was always considered a fairly 
heavy tax.” 


The modem genesis of this idea came from two Stanford scholars 
whose article in the Wall Street Journal inspired the thinking that 
brought forth the Reagan reforms five years later. They called their 
idea the uniform rate system; it was later called the flat rate system, 
which was an unfortunate misnomer directing attention away İrom the 
sound constitutional foundation of their idea. 

The flat tax has received considerable support from the Congress 
(Congressman Dick Army of Texas) and presidential candidate Mal- 
colm Forbes, Jr. A single tax rate with a minimum of deductions would 
permit a tax return the size of a post card for some. Not a bad idea, of 
course. But it had some political flaws, like exempting taxes on the re- 
ceipt of interest dividends, capital gains, and death taxes. Hardiy an at- 
tractive idea for the vast majority of taxpayer-workers, who have the 
votes. İf the flat tax is ever to be viable, it is going to have to be truly 
uniform to all income receivers. The IRS would still continue much like 
it is today. İf getting rid of an overpowering tax bully is an objective of 
tax reform, then the flat tax won't do the job. 

The flat tax would still be a direct tax, repudiated by the Founders, by 
Montesguieu, and the ancient Greeks and Romans as an archenemy of 
liberty. Our ninety-year affair with the direct income tax has only 
proven that they were right. This is perhaps the greatest objection of all. 

9. Another reform measure that may take the forefront in tax reform 
is a national consumption tax, like a sales tax. 

The virtues are many, especialiy that of its being indirect. It was a 
form of tax Montesguicu said was consistent with liberty. Only a small 
segment of society, those providing goods and services, would be under 
tax scrutiny. Thus the IRS would cease to be the dreaded leviathan it 
now is to every citizen. Every worker would see a big increase in his or 
her paycheck, for income tax withholding would end. 

When New Zealand adopted its consumption tax, the government 
wisely and dramatically reduced income taxes. Workers were ecstatic 
with the great increase in their paychecks, and in the next election the 
party that introduced this tax reform was returned to office. Canada, on 
the other hand, instituted its national consumption tax on top of an al- 
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ready heavy income tax. A tax rebellion followed that drove from office 
the political party that was responsible for the tax. The defcat was the 
worst ever known in the history of parliamentary government. From al- 
most three hundred seats in the House of Commons, the PC party (re- 
sponsible for the tax) ended up with only two seats. So the lessons to 
be learned by the wisdom of New Zealand and the folly of Canada are 
all too obvious. 

There are other virtues of a national consumption tax. The insane 
complexity of our income tax would be gone, and the huge service in- 
dustry for income taxes could be dismantled. The underground econ- 
omy would be taxed. Foreign companies who import billions of dollars 
of goods annually for American consumers would no longer get a free 
ride on America's economy and taxpayers. American exports would be 
more competitive abroad with the elimination of an income tax expense 
on the price tag of American products. 

The current effort to reform the income tax by a few band-aid reme- 
dies has been tried so often as to be nothing other than a joke. Congress 
and the Treasury have put on a big dog and pony show when they intro- 
duce all these “reforms,” which taxpayers have heard and seen before. 
How dumb do they think the American people are? Fortunately, for se- 
rious and genuine reform, the Chairman of the House Ways and Means 
Committee, Bill Archer, is an advocate for the national sales tax. He 
visualizes the income tax and its numerous “reforms” of the past as 
hopeless. Like trimming back a noxious weed, he noted, it soon grows 
back and the only way to getridofitis to tearit out by the roots. 

Strangely enough, no reforms have ever been introduced to reduce 
the complexity of the tax code. The most recent reforms in 1997 added 
hundreds of new pages to the tax code and will add even more pages 
for the Regulations. So the insanity continues. We have a tax code that 
is beyond the capacity of the human mind to fathom. When the 1986 
income tax reforms were passed into law, Boris Bittker, a leading tax 
scholar at Yale, had this to say: 


I submit, therefore, that to a fee-maximizing tax professional, the Internal 
Revenue Code of 1986, as amended, is merely a platform waiting for ener- 
getic entrepreneurs to construct a superstructure of previously unimagin- 
able complexity. 


So there are beneficiaries of our insane law and its complexity—the 
tax planners, tax preparers, tax seminars, tax schools, tax lobbyists, tax 
accountanis, tax lawyers, etc., etc., etc. And then there is the tax bureau- 
cracy, over 120,000 strong, using billions of taxpayer dollars to admin- 
ister the tax. Add to that the billions paid by taxpayers into the private 


Taming the Monster 473 


sector. The costs to administer the tax law have been estimated at some- 
where between $300 billion and $600 billion.2 No wonder H & R Block 
has done so well on the New York Stock Exchange. Obviously, inves- 
tors are betting the income tax is here to stay in its noxious-weed form. 

In the final days of the Roman Empire, ancient writers record that 
there were more people administering the tax system than there were 
taxpayers. Most likely we won't end up like that because of our modern 
computer technology. But if we translate into man hours the work of 
the computers, we may indeed already be like the Romans. 

Many prominent writers and tax scholars have expressed themselves 
on the prospects of real tax reform and tax simplification.25 They point 
out the numerous new tax laws over the past few decades with titles like 
“The Tax Simplification Actof...” And also titles like the “Tax Fair- 
ness Act” or “Tax Eguity Act.” You have to wonder, who do they think 
they are kidding? And how can you respect a government that continu- 
ally lies to its people? Especially about taxes. Here are the words of one 
scholar: 


I find this blatant flouting of the truth both offensive and alarming. The 
United States is a democracy. When we allow our elected representatives 
to lie to us, then we're İying to ourselves. This is especially disturbing in 
the tax area, because nothing is more central to the relationship of the gov- 
ernmeni to the governed than taxation.” 


The hopelessness of the present endeavor to fix the income tax system 
was highlighted over 130 years ago in the first issues of a new periodical 
that was born in 1865, and which 1s still in print today. The September 
1865 issue of The Nation praised the American people for their willing- 
ness to keep paying income taxes even after the Civil War had ended, 
which was necessary to help pay the huge war debt on the government's 
books. This was commendable because the income tax 


Is a tax that can be defended only by the necessity of the case, secing that 
it bears hard upon men of moderate means, and that it 1s by its nature es- 
sentially inguisitorial and places everyone's business and mode of life at 
the mercy of tax gatherers, who in all ages have been regarded as ihe most 
odious of mankind lemphasis added). 


The recent senatorial hearings that brought out the horror stories of 
IRS misdeeds produce nothing not known throughout the country, and 
not known throughout history. If history is to be our teacher, there 1s 
no fix, other than to develop an indirect system of taxation, where the 
tax man is far removed from the average citizen. 

Polls show that about 75 percent of the American people want to get 
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rid of the income tax as we know it, yet those who can change it will 
not. At 1996 congressional hearings about getting rid of the income tax, 
the Treasury sent one of their top officials, Lee Samuelson, who put a 
damper on the hearings by saying, “We like the income tax, just the way 
it1s.” The Wall Street Journal recently reported on current programs for 
real tax reform: “Treasury Secretary Robert Rubin has led the cabinet 
in snubbing the tax cutters as if they were a bunch of unseemly aber- 
rants. 39 Worse still are the views of the ranking Democrat on the pow- 
erful House Ways and Means Committee, Charles Rangel: “I'm sick 
and tired of politicians beating up on the IRS. We have the best and 
fairest tax-collection system in the world.” When we hear that from 
those who are in the position of power to reform the tax system, and 
who know better, one wonders what chance or hope there is of reform- 
ing the system. What we need is someone on the national level like the 
late Howard Jarvis in California, who aroused the people to force upon 
a reluctant government real tax reform, which the people wanted. 
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Half-Slave and Half-Free 


I believe this government can not endure permanently half slave and half 
free. 


— Abraham Lincoln, 1858 


While the word slavery 1s a very powerful term—a very ugly and 
horrifying memory in our society—we assume that slavery has been 
abolished in the world, the one great social accomplishment of the nine- 
teenth century. But for many centurles the philosophers and great minds 
of Western civilization pondered over the moral issue of slavery as well 
as the kinds of slavery. There was chattel slavery, in which a person 
was the property—a chattel of another person. But that was only one 
kind of slavery—the worst kind. Then there was land slavery, or real 
slavery as it was called, in which the person belonged to the land. Who- 
ever owned the land got the slaves whether they were wanted or not, 
and sometimes they were not wanted. A study of land values in what 
was White Russia discloses that land free from landed serfs was worth 
more than land with serfs. 

There were other kinds of slavery, such as what was called political 
slavery, where you were the property of the ruler, and you had no rights 
except those the rulers passed out. Today Cuba and Irag would be such 
countries. While you are not “owned” like chattel slaves, your lives are 
greatly controlled, regulated, and restricted by an all-powerful govern- 
ment. Any type of totalitarianısm would be political slavery, which, of 
course, still exists ın the world. 

Chattel slavery and real slavery were abolished in Furope primarıily 
by the moral force of Christianity, but this abolition was limited to 
Western Europe and to Furopean peoples. Russia retained 1ts chattel and 
real slavery until the 1860s, the very same time the Americans were 
getting rid of chattel slavery ın the South. Portugal and Spain were the 


473 


476 The Monster that Laid the Golden Egg 


last holdouts in their colonies in the New World, but by 1900, all ves- 
tiges of chattel slavery by European nations were gone. 

We know that serfdom (land slavery), which dominated the world for 
a thousand years, came into being from tax practices of the later Roman 
Empire. At the time it seemed like the best way to keep tabs on Roman 
taxpayers. When the Roman emperor instituted serfdom he was merely 
protecting his revenue, what the IRS claims it is doing and why it needs 
Congress to give the agency all these awesome powers over taxpayers. 

The reader should also recall the unsuccessful tax rebellion by Boadi- 
cea in the first century A.D. to rid Briton of Roman rule, especialiy 
Roman taxes. Her exhortation to her troops is a classic expression of 
what tax slavery is all about. In five thousand years of recorded history, 
no one Said it better than Boadicea: 


Do we not pay yearly tribute for our very bodies? How much better it 
would be to have been sold to masters once and for all than possessing 
empty titles of freedom, to have to ransom ourselves every year.! 


In other words, it's better to be a chattel slave than a tax slave. 

The Tax Foundation in Washington is best known for its calculation 
of “Tax Freedom Day,” the day each year after which Americans” earn- 
ings are all their own. (However, for the average working husband and 
wife, it is not at all improbable that one of them works full time, all year 
long, for the tax man.) 

The Tax Freedom day in 1902 was January 31, 

in 1922 was February 17, 
in 1948 was March 28, 
ın 1958 was April 10, 

in 1968 was April 24, 

in 1978 was Aprıl 30, 

in 1988 was May 2, 

in 1998 was May 10. 

All indications are that tax freedom day will continually be delayed 
until we become a nation half-free and half-slave. Slavery is, after all, 
forced labor with no compensation. Tolstoy gave it this definition: 


The essence of all slavery consists in taking the produce of another's labor 
by force. It is immaterial whether this force be founded upon ownership 
of the slave or ownership of the money that he must get to live. (What 
Shall We Do?, 1891) 


Those favoring big taxes and big spending would object to the slavery 
label. After all, they point out, we tax slaves benefit from all this slave 
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labor. But isn't this like the planter in our slave economy in the South 
who provided for the slave from cradle to grave? We now get public 
services that do about the same thing. This, however, misses the point. 
Once the taxes are paid, it is the government, not the taxpayer, who 
determines who gets what. In all slave economies it is the master who 
selects the deserving among the enslaved. That some slaves are weli- 
provided for (as Southern planters maintained in 1860) does not alter 
their status as slaves. 

That we are fast moving toward a day when we will be half-slave and 
half-free should come as no surprise, and we are doing so with our con- 
sent. While we may not like big taxes, our representatives obviously do. 
And we are as much a culprit as they are by demanding and expecting 
governmenis to do all sorts of things, all of which reguire money, and 
money reguires taxes. We noted how in Rome and in early Russia peas- 
ants gave up their freedom and became serfs to avold taxes. They would 
rather be chattel slaves or land slaves, pure and simple, than be tax 
slaves to a powerful tax bureaucracy with its punitive powers, its con- 
fiscations, its brutality. Montesguieu tells us how so many Russians in 
Moscow chose to be slaves.? rather than face the Tsarists tax men. 
Hopefully, we may not be driven to that choice someday. But history is 
full of such examples, not just in Russia. The choice was what kind of 
slavery— tax or chattel? The fact that so many chose chattel slavery 
over tax slavery tells us just how oppressive and unbearable tax slavery 
can be. 

Tax slavery was a great concem of the early Americans. British writ- 
ers ridiculed the position taken by the Americans that any tax by the 
Crown was “a badge of slavery.”? Again, we were not talking about 
a badge of chattel slavery. The leading underground organization that 
promoted the tax rebellions against the British in the 1760s and 17705 
was called The Sons of Liberty. They tarred and feathered British tax 
agents, and when they paraded through the streets in the major cities, 
they sang a song with a chorus that went like this: 


Parliament's voice has condemned us by law to be SLAVES, 
Brave Boys! 
Has condemned us by law to be SLAVES.4 


Here we have the word “slaves” capitalized, and which obviousiy 
meant tax slaves. 

When Montesguteu, in his great classic The Spirit of Laws, wrote that 
excessive taxes lead to slavery, and again that direct taxes are natural to 
slavery,9 he was not talking about chattel slavery, but about tax slavery. 
And the Americans who looked upon Montesguleu as the great sage of 
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the Enlightenment were guick to focus on the tax slave issue in their 
dealings with Great Britain and at the Constitutlonal convention. 

Lincoln used the words half-slave and half-free in his debates with 
Stephen Douglas in 1858, and he suggested that the nation could not 
survive this format. İn subsütuting tax slavery for chattel slavery the 
same 1ssue€ arises—can we survive as a free people if we are half-free 
and half-slave to the tax man? 

Taxpayers who get fed up with the system can pick up their bags and 
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leave the country, again like so many Romans who fled to the land of 
the barbarians, “to live as free men.” But, unlike the Romans, they will 
be hounded for taxes in their foreign abode by IRS agents armed with 
summonses and ready for audit. Tens of thousands of people, from the 
Rolling Stones to Sean Connery to great athletes, have left their high- 
tax homelands for more gentler tax climes. This is a worldwide and 
historically lawful practice. 

Direct taxes are a person's obligation to the country where they live. 
This country provides protection and services to its inhabitants. But if 
you don't live in that country, you are not receiving services and protec- 
tlon, hence there 1s no moral jJustification to tax you. Not so for Ameri- 
cans. They have to give up their citizenship to legally avoid being taxed. 
And now, if they do that, they can be banned from ever returning to the 
United States of America, like the Soviet writers who were expelled 
from the Soviet Union—they were criminals for “slander against the 
state.” Solzenitzen was such a criminal. Americans who leave to avoid 
tax are a new type of criminal—traitors. Benedict Arnolds is what they 
are now called. If Americans are Benedict Arnolds, why aren't the Roli- 
ing Stones and William Joyces? (William Joyce was a notorlous traitor 
to Britain in the war with Germany. His trial, a kind of trial of the cen- 
tury in the 19405, centered on whether or not he was a citizen of Great 
Britain.) 

Surprisingiy, the Clinton administratlon opposed this new Benedict 
Arnold Law (passed in 1996), as the Congress has so proudiy named it. 
How can such a law, so alien to Western civilization, be justified? Does 
it not really prove that Americans are more enslaved to the tax man than 
any other people on earth? 

Today, Americans not wanting to take flight to avoid tax can join the 
modern underground railroad of the twentieth century—the under- 
ground economy. If caught, like fugitive slaves from the South they are 
punished and then returned to their servitude to the tax man. 

When isa tax system a tax slave system? What would be the determi- 
nants? Surely we must have taxes in order to be a civilized society, and 
all taxes are not ipso facto slavery. But remember, we learned that in 
ancient times, until the Greeks came along, all civilization had been 
purchased with despotism. The Greeks concluded that civilization up 
until that time was not compatible with freedom. The culprit, according 
to the Greeks and the Romans, was direct taxation. 

The test is, how much of your freedom has been surrendered to the 
tax man, to ensure the collection of taxes? That is the issue. If we have 
given up too much of our freedoms to the tax man—-if the tax man in- 
trudes into our lives excessively (like the scribes of the pharaohs), if the 
tax man punishes us excessively for tax disobedience, takes an exces- 
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sıve amount of the fruits of our labors and property, takes away our civil 
liberties, our Bill of Rights—if we are half-free and half-slave, are we 
not, as The Sons of Liberty proclalmed over two hundred years ago, 
subjects of a government that “Has condemned us by law to be 
SLAVES”? 


Epilogue: The Foursguare 


The history of various disciplines and professions is replete with revolu- 
tions of thought that had to be led by heretics, outsiders, and amateurs. 


—leffrey Bell, Populism and Elitism, 1992 


Over the years many readers and friends have asked me to summarize 
in a nutshell what I like to call the nuts and bolts of my thoughts about 
taxation and history. In these concluding paragraphs | will try and pre- 
sent some of the most important lessons from this study. 

First is the glaring fact that all good tax systems tend to go bad. Un- 
less restrained by the people in some effective way, governments are 
unable to live with a good working, moderate tax system. All govern- 
ments tend to be spend-o-holics. Like immature consumers they will 
adjust their spending to their appetites, not their pocketbooks. History 
suggests that the best cure is to separate the power to spend from the 
power to tax. 

Second, the most challenging problem of our age is whether or not 
civilization can extricate itself from its own tax self-destructiveness. If 
we don't address that problem, I believe our children in the next century 
will. Our tax destructiveness is on all fronts and we appear to be follow- 
ing the course of many great nations of the pas—we are taxing our- 
selves to death, and not just economically. We have violated the tax 
rules our forefathers warned us about. Üntül recently, our system was 
excused because we need the money, and this is an efficient way to do 
the job. Now, that myth has been shattered. When the costs expended 
by taxpayers are added to those of the government, it has been guite 
properiy called a “$600-Billion Tax Ripoff.”' The so-called virtues of 
our income tax system are as phoney as the virtues of socialism. 

The destructiveness is not just economic, it endangers more impor- 
tant matters of the human spirit. We are living in an age of liberty, not 
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perfect, but certainly one of the better times in human history. The po- 
litical philosopher Montesguieu, over two hundred years ago, warned us 
of the dangers a liberty-oriented society faces. Men living in a state of 
liberty will grant excessive taxing powers to their governments. These 
excessive powers, says Montesguieu, will reguire “extraordınary means 
of oppression,” and when that happens, “the country 1s ruined.”? lt 1s 
not too difficult to apply Montesguieu's thesis to our times. 

My personal optimism supports the belief that we will extricate our- 
selves from this gloomy conclusion. Just as Thomas Malthus's theory 
of population growth was full of doom, so is Montesguieu's prediction 
about liberty and taxes. Neither prediction has to bring disaster to civili- 
zation, but both reguire heroic efforts, for the natural course of events 
is leading us in the direction both of these men foresaw. 

Third, the one common denominator of all good tax systems (before 
they went bad) has been moderation. This principle was given to us by 
the ancients as the ideal of the good life and of good government. It was 
especially dominant as an ethical ideal with the ancient Greeks; Aris- 
totle formalized it in his Ethics, as the doctrine of the “golden mean.” 
It was the foundation of the ethics of Adam Smith.* Aristotle arranged 
a long list of moral gualities in triads. Virtue was a middle ground be- 
tween extremes, called vices. Courage was the golden mean between 
cowardice and rashness. Applying the principle of the golden mean to 
taxatlon, how often are we at a vicious extreme rather than the virtuous 
middle in such matters as rates, eguality, intrusions, and penalties? A 
well-balanced system, consistent with the concept of a moderate gov- 
ernment, can be likened unto a foursguare, which Tennyson expressed 
as: “That tower of strength, Which stood foursguare to all winds that 
blew.” 

How near a foursguare is our present system ? Today, our income tax 
(not capital gains) looks somewhat like the first illustration below. To- 
day's figure is grotesgue because the intrusions and punitive provisions 
are out of step with the spirit of a free society. No matter how lopsided 
itisnow, we can make it foursguare, like the second illustration on the 
next page. 
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The true *'foursguare” 


Rates should be moderate. If too low, the lives and property of the 
people cannot be protected. If too high, the economy will drag. Do the 
rates encourage evasion, emigration, and rebellion? Are they on the 
negative or positive side of the Laffer curve? 

Eguality 1s the virtue. It means the absence of any discrimination 
against any class of citizens with respect to rates, exemptions, privi- 
leges, and burdens. The vices are the regressive or the progressive ex- 
tremes. Regressive systems unfairly burden the poor; progressive sys- 
tems, if extreme, steal from the wealthy. Taxes which touch a broad 
range of economic activities, even with egual rates, will inevitabiy be 
mildiy progressive, the golden mean. 

Inirusions. Whatever 1s taxed must be surveyed, but how extensive 
should that be? Are we sacrificing too much of our liberty for tax com- 
pliance? Is ours an honor system or a spy system? 

Penalties. How punitive are we? Or, as Montesguicu said, are people 
who cannot be considered as bad men punished as villains” 

To have a foursguare, where do we start? With the legislatures, of 
course, but in practice the “experts” make the decisions. They would 
be the Treasury, Congressional Committees, and sub-rosa, super-elites, 
whose members are sworn to secrecy, such as the Fagle Lodge group.“ 
For the average, even well-informed, congressman, the tax law is unin- 
telligible. To start, we should get rid of these “experts.” They are as 
entrenched in tax making as the Communist party was entrenched in 
the Soviet Union. They will pile reason upon reason why we have to 
have an over-complicated, grotesgue tax system. They were supposed 
to give us much more simplicity in the Reagan reforms of 1986 and ten 
years later in 1997. They ended up increasing the complexity dramatıi- 
cally, making themselves increasingiy indispensible. Tax practitioners 
were shocked at the new reforms which were now getting beyond the 
comprehension of even the experts.” The experts weren't satisfied with 
just decimating the intelligibility of the tax code, they have also turned 
tax concepts such as eguality and fairness into a morass of philosophi- 
cal gobbledygook,3 like the “separate but egual” doctrine that justıfied 
segregation. 
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We need to start with new energetic minds and give the old experts a 
rest from their labors. When Henry Ford wanted to protect lives and 
prevent injuries from shattered auto glass, he asked the glass experts to 
make unbreakable glass for his new models. The world's glass experts 
sald it couldn't be done. They knew too many reasons why it couldn't 
be done. Henry said, “Bring me eager young fellows who do not know 
the reasons why unbreakable glass cannot be made. Give the problem 
to ambitious young fellows who think nothing is impossible.” He got 
the unbreakable glass.? 


It isnot the heavy taxed realm that executes great deeds, but the moder- 
ately taxed one. 


— Ancient Asian Proverb 
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